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The Office of Inspector General is making siqnif i 
cant progress in its efforts to rletect and prevent 
fraud, waste and mismanagement These efforts 
have resulted in the following benefits 

o The total costs recommended to* disallowance 
and questioned increased from $79 million in 
the previous reporting period to about $106 
million . . p. I 3 

o Costs sustained on closed audits increased 
from $?8 million in the previous reporting 
period to about S32 million p t .'$9 

o Recoveries M'sultinq Iron, audits resolved 
amounted to about $7 7 million dimwj 
this r:*portin<J period o I 39 



O Unresolved audits over six months old d*- 
creased dramatically. f,»li»n<j from 1804 reports 
ni the prior period to M»4 p I 'M 

o Fines and institutions resulting from in 
vestiqattons increased front $f>f),0f)0 in th<* 
prior reporting period 1" about Sjs 9 
million p M I 

o The number of convtctionvpba' mor»* 
than doubled nsm'j frrtm 10 to 34 if? this 
period p M 2 
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Honorable T. H. Bell*, 
Secretary of Education 

Washington, D.C. 20202 t w 

Dear Mr. Secretary: < 

v \ 
* • 

In accordance with t'he* requirements of Section 

Inspector General Act'of X978 (P.L. 9-4-452)*, I 

report on m the activities 

of Inspector General for the 

31, 1982. Highlights .of our « 

are 

i . 



this semi-annual 
Department 1 s Office 
period ending March 
and accompl i shmen t s 
which begins on page 



5 of 'th$ 
submitting 
of the^ 

six- month" 
activities 



provided in the -.p^cutiye Summary 
this report, 



\ 



The Act requires that you submit 
comments of yotir own, to • appfopr ia/e - 
Committees and Subcommittees^ within 30' da^sf . 

played* -a, major 



/along with any 
Congressional 



role 



Your cooperation and support have p±ciyea -a. ma^or ro^e in 
successes achieved by the Office of Inspector ' General in 
making the Department programs more efficient" and economical 
and in, preventing and detecting fraud and-. abuse. 



Sincerely, 
ames B. Thomas, Jt. 
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This is tfie^ourth semi-annual 'report issued by the Department 
of Education (ED) , Office of Inspector General (OIG) . The 
report, prepared pursuant ta the provisions of the Inspector 

<< General Act of 1978 (P.L V 9,5-452) , summarizes the activities 
t and accomplishments of the OIG during the period October^, 
1981 through March 31, 1982. Reporting requirements mandated 

. by the Act are indexed to this report on page V-l. Highlights 
of ' our activities and accomplishments for this reporting 
pjeciod follow: 

o We issued and processed a total of 2,454 reports'on 
Ep operations, grantees and contractors. *These 
reports recommended disallowance >of costs totalirng 
$57.7 million 'and . questioned additional costs of 
* $.48.8 million on the $4.8 billion ' aud i ted (page I- 
v ' 4). Our audits . also identified potential cost 

avoidances of about $7.3 million (page 1-3). Our 
audits. again disclosed some major problems in the 
administration of ED programs by State and local 
education agencies, and others.' Several of the 
problems noted have national implications and have 
b^en or will be addressed in comprehensive reports 
. * to Departmental managers • (page 1-8) t 

o The Department* has made significant headway in 
reducing the number of unresolved audits over six 
months old. As of March 31, 1982, there were 164 
unresolved audits over six ^months old, compared to 
1 ,804 at the end ,of the previous period. Program 
managers sustained and marked for recovery 
approximately $32.4 million in costs recommended 
for disallowance or questioned (page 1-37). In 
addition, during this period a total of $7.7 million 
was recovered on resolved audits (page 1-39) . 

o During this period, the OIG opened^.119 investigative 
cases and closed 101. U.S. attorneys accepted 36 
cases for prosecution and OIG cases resulted in 24 
indictments this period. Also, OIG investigations 
^ led to 34 convictions this per iod* compared to 16 in 
( the previous period. Fines, restitutions, and cash 
f settlements totaled more than. $3.9 million (page 
II-2). 
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Examples of some of , the more significant audits and' investi- ' 
gatibns completed -this period follow: 

o The .contribution rate charged federally funded 
projects for .unemployment insurance ; in one State was' 
nine times^the rate charged State-sponsored^rograms. 
The auditors Recommended that excess" * Federal, 
( 0 contributions totaling $18.4 million &e refunded to 
the Federal government. and that the State periodically 
review ap6 adjust the contribution 'rate for Federal 
projects (page 1-10) . , 

v o A review of the, vocational education program in one ■ 
£tate disclosed *that the State expended as much' -as' 
$27.1- million on ineligible projects and made 
inappropriate accounting adjustments of $767,000 to 
■ ' / avoid ceturn of unused funds. Auditors recommended 



nfended 



that the State refund $27.9 million tQ ED (page 

o A Statewide 'bilingual education review disclosed that 
the'prbgxam was not, being effectively administered and 
that the intent of the program was not being met. 
The auditors identified as "much * as $5.9 million 
misspent and ,an additional $1.3 million in costs which 
cJduld be avoided. *The auditors recommended that the 
, local school distriots refund ,$5.9 million, that 
certain -projects be cancelled,* and that funding be 
withheld on ot*hers . (page T-20) . , 

■ '> 

o- A -review of <i State guarantee: agency Qisclosed among 
other things/ that Federal seed advances of about 51.3 
million "to -assist the agency in meeting defaulted 
student l'9ari payments to lenders were itil excess .of 
rieeds. The auditors recommended that the agency 
consider returning the unneeded advances. ■ ' The 
^auditors'- .also m recommended that the Department 
, re^v t aluate the requirements governing return ' of 
unheeded advances * because current* requirements 
; t pveclucte* their effective- recovery (pagg 1-23) . 

*■ ' . * * 

* z * * > 

'"6 r A prominent company, in a plea - agreement, pleaded 
} . guilty, to three counts of false statements and one 
" 4 count of mstil -ffaud, admitting that it lied to~ 'the 
I government in* its handling of def aqlt 'claims submitted 
j under the Guaranteed Student Loan program. In 
addition to a fine of $31 ,000 which has been paid, the 
, , ,pl§a agreement stipulates that the firm reimburse ED 
* . $3,75P^00jO foe improper i default *claijtfs*. This too has 
* 4 been paid* (page II-6) 
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A Federal grand jury returned # an 18-count indictment 
against two men in connection ith defrauding the 
Pell 'Grant .program.* -The indictment alleged' that 
. from 19\6 through' 1979- the defendants, principal 
'officers ^nd operators of a cjroup of proprietary 
schools, engaged' in a 'scheme tp improperly disburse 
approximately $8 00,000 of Federal education monies 
^received (page II-7) • 



pleaded nolo contendere on several counts* in 
connection' with a scheme 'to defraud the* Pell Grant 
program, The school obtained over $157,000 in F^.1 
f Grants by falsely claiming that 232 inmates, of. trie 
penitentiary were t enrolled full time in a course 
offered by th$ schobl . at' the prison. Tftie president 
and owner was sentenced to two years 1 imprisonment 
and, fined $10,000. 'The second offidial is awafting 
sentencing (page II-8) . ' - - * N 

A* former co-owner of a cosmetology • school was 
indicted by a Federal grand jury on charges of mail 
fraud , embezzlement , false statements , and student 
financial aid fraud. The ED-OIG investigation 
disclosed' that the former co-owner * misappropriated 
at lea^t $99,00Q in Pell Grant and National Direct 
Sttudent Loan funds between , Junel974 and 
Pctober 1980 (page* II-8) . V_ 
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SECTION I 
AUDIT ACTIVITIES 



INTRODUCTION 



During this reporting period, oiir audit activities again 
resulted insubstantial benefits to the Department. Costs' 
recommended for disallowance or questioned increased, as did 



the total dollar amount of costs sustained ^by manageme 
marked for recovery^ 



nt ln< 



Several "of the audits were part icularJ^ beneficial to the 

Department because they identified opportunities for *' 

improvements in: ' delivery of services to-program recipients; 

controls exercised by recipients over Federal funds provided; 

and program regulations affecting delivery of services'. The^ 

audits' also identif ied # a potential for reducing Federal 

outlays needed Jbo fund the programs. The recommendations made 

on the audits will, if effectively implemented, result in 

recoupment of "substantial amounts of misused or idle Federal 

• 

funds and improved ef fectivenes i^in identifying and delivering 
services to targeted groups. JEey will also provide greater 
assurance that Federal funds are being properly controlled and 
effectively' administered at the State and local levels. 
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The Department has made significant inroads in solving the' 
audit resolution problems outlined in our last semi-annual" 
• report. This is especially true with regard to decreasing the 

backlog of audit reports *bver six months- old. 'while 
improvements made to date have been impressive, the Department 
needs to ensure that appropriate attention, emphasis and 
resources continue to be applied to this important task. 

The following sections include informatipn on audit reports 
issued, costs audited, costs recommended for disallowance or 
questioned, and highlights . of significant findings ' and ' 
recommendations. They also include data on the status of, 
unresolved audits a*id updates on' the status of. significant 
recommendations included' in the previous semi-annual reports. 
- Audit reports completed, by Federal auditors during the period 
.are listed beginning on page V-2. 

* B. ACCOMPLISHMENTS 

Our audit accomplishments this period compared .favorably with 
accomplishments reported in prior semi-annual reporting 
periods. ^~We issued or processed 2,454 audit reports that, in 
addition tor suggestions for m]ane?gement -improvements; 
• recommended disallowances or> questioned costs of $106.5 
million. In addition, progranOmanagers sustained $32.4 
million of the $54.6 million in' host's recommended" for 
disallowance or questioned on . audit reports resolved this 
period. These and . other} accomplishments achieved during 
. this six-month period are shown in the following comparative 
schedule. . 



J - 2 . " 3^/ 
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COMPARATIVE SCHEDULE <OF ' 
OUTPUT /PRODUCTIVITY MEASURES 
(Dollars inMiliions) 



Output/ 
Productivity , 


Six-Month 


Pet 


iods Ending: 




Measures % 


3/31/81 


w 


30/81 


3/31/82 


Reports Issued 


2,761 


/ 2 


,707 


2 


,454 


Costs Audited m 


* / 


$6 


,300 


$4,838 


.Recommended Disallowed/ 
Questioned Costs 




$ 


78.7 


$ 


106.5 


Costs . Sustained on 
Audits Closed 


9 7.6 


$. 


27.6 


♦ 

$ 


32.4 


Recoveries 


$ 2.6** 


$ 


2.8** 


$ 


7.7 


Potential Cost 
Avoidance 


$" 2.0 


$ 


2.3 


$ 


f 

7.3 


Administrative 
Pines Imposed 


> 

* 


$ 


► 

3.0 / 







♦Data not available. 

**Doe8 not include all recoveries since data from Financing? 
Management, Service was not available. 



The 2,454 reports issued or processed ihclude financial $nd 
compliance audits ^of graptee operations, economy and 
efficiency reviews of Departmental programs and operations, 
and contract audi ts . J Costs recommended fot disallowance .or 
^uestione^ on these repbrts represent Federal funds which 
jwere nob spent in accordance with legal requirements or the* 
terips of grant or contract provisions^ ' A schedule showing 
reports issued or processed this period , along with costs 
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Recommended for disallowance or questioned -by major 
Departmental operating , components follows. 



SCHEDULE op COSTS APDlTEn 
AND uusts PI SALLOWED ypITE ST TDMVn 



BY OPERAT ING C OMPONENTS " 
iJLUions) 



tooJLJLars in Mi! 



Operating 
Components ' ' 

% 

Office of Postsectfhdary 

Education 
Office Of Assistance 

Management and 
. Procurement Service 
Office of. Special 

Education and * . 

Rehabilitative Services 
Office of Elementary 
• and Secondary 

Education 
Office of Educational 

Research and & 

Improvement ' 
Office of Bilingual 

Education and Minority 

Languages Affairs. 
Office of Vocational 

and. Adult Education 
Office Qf Management 

TOTALS ... 



No. of 
Reports 

2,187 

. 193 . 

18 



21 



13 



Costs 
Audited 

\ 

$1,913.2" 
273.0 
327.8' 

1,594.4 

■» ' 

. 71*9 



-38.5 
h 

545.5 
74.0 



Recommended * 

Cost Costs 
Disallowance Questioned 



$10.3 
3.5 
2.7 
20.3 
.2 

5-.9 

14.8 
-0- 

$57.7 



$ 8.3 
7.9 
13.4 



18.4 

1 4 
$48.8 



Some of the major audits leading to the large amounts of 
dollars recommended for disallowance or questioned in these 
program v /areas, ' are described in ' the." Highlights of 
Significant Audits section of the report (page I-8)\ • 



G. SOURCE 'OF AUDITS I • 

The audit reports issued this period represent both those 
audits completed by, pur own staff and those processed by us 
which were comr/leted by^pfcher Federal auditors, . State and * 
other , non-Federal * auditors, and Independent public 
accountants. A schedule showing the sources of all report! * 
issued and ccn^jts recommended* for disallowance or questioned by 
Federal or non-Federal 'audit groups folJLows: 



1. 





SOURCE OF AUDITS ISSUED 
(Dall'ars.in Millions) 






Source of Audits 


Number 
Reports • 


Recommended 
Costs / Cost 
Audited ^ Disallowances 


r 

Costs 
Questioned 


Federal Auditors 








* • 


* ED-OIG 


144^ 


$2,164.0 


$47.7 


$31.4 


Others 


63 


298.7 * 


1.6 


.5 


. Btpf *nd Other 
Non-Federtl Auditors 


, 156 


715.7 


• 2 


2.5 


Independent Public 
Accountants 


2 f 091 


$1',659.9 


8.2 % 


14.4 


TOTALS 


2,454 


$4,838.3 


$57.7 


?4B«8 


• * 

Allocation 6f Audit Resources * I 






indicated in the 


schedule 


t . 

above, ED-OIG 


t 

issued a 


total of 


4 audit /repotts 


which 


recommended^ 


disallowances or 



questioned -costs^ totaling $79.1 million. Direct, audit time 

* . - •* 

devoted to performance of these audits is. illustrated in 1 the 



following chart. 
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UTILIZATION OF AUDIT STAFF 

FOR SIX k 
run oia n 


Resources by major category 

ruriin rtfilUU 


Elementary and Secondary Education 


|I9II lllli V??? 14 staff years 


^pec^T^rams** 


•MM Will 15staH ,ears 


Posteecondary Education 


&MMMM a&HBMM u 

lilw limn I " Stan ,mb 


Internal Audit 


Mitt* if 


. Contract Audit 

* 


Hill 5 staff years 


Investigations and Special Project*/ 


j|| 2 staff years 


Review of Reports Produced by Others 


M»H Mil 9 staff years 

« 


| | each figure represents one staff year. 


* Represents only direct* audit lime ^ 


** Includes Vocational and Adult Education, Educational Research and Improvement, 
Vocational Rehabilitation, Special Education and Silmfual Education 



During this period, we again expended a large part of our 
audit resources (15 staff years) on audits classified under 
the special program* area. This was attributable, in large 
measure,, to our" efforts to complete Vocational Education 
audits in' fcll 50 .States-, the. -District of Columbia and six 
territories by the end of fiscal year 1982 as Required "&y 
Public Law 94-4 82. 

Although we had planned to complete most of these audits in 
fiscal year 1982, severe cutbacks .^n .t"?a*^^fiunds , due to 
budgetary restrictions, have caused us to d«*f3fcmitiat.ipn or 
completion" of a large number of the reviews ^ flrWef ore, we 
will be unable y to jneet the' mandated audit requirements by 
September 30, 1982. \ 4 

1-6 
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As of tj?e end of this period , we have completed^ 2 3 of these 
audits. ' An additional 14 are in process and should be 
completed by .September- 30, 1982, leaving -20 . to »be completed: 

Major audit.' efforts, were also^ applied ij\ the ■ areas of 
Eleimentary^ "and Secondary Education, Post secondary Education 
and internal audits. The allocation of our a&dit resources 
\ in ^hese. areas continues to provide 3 good return on our 

* investment through recovery of costs disallowed^ and 
^questioned. -Additionally, use of our resources in this mayner 

* provides the Department .with *a well balanced program of 
internal and external feudit coverage. Through these efforts, 
ED management has be'en provided numerous recommendations for 
improving the operations under review and avoiding unnecessary 

In keeping with our audit oversight responsibilities, we also 
spent approximately nir>e staff years* on desk reviews and 
quality control reviews. These reviews are made to ensure that 
the, audit reports and actual audit work performed for us by 
independent public accountants^and others meet h^gh quality 
standards, 

2 . Audits Perforated by Independent Public Accountants J 

Most of ttje audit reports issued during the period (see page 
1-5) were prepared by independent public accountants. The 
vast majority of these audits involved financial and 
compliance reyiews of Student Financial Assistance programs. 
The audits are required by Department regulations and repre^ 
sent 85 percent of the audit reports issued in the kasi six 
months. Audits by " independent public accourrtaftts are 
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performed in accordance 
which include standard 
General. 



wi^fr guideliri 
3s<£-*esfcabl4rshi 



es established by the OIG 
ed by the Comptroller 



« m * - • 

As in the last report, independent public-accountants cited 
thousands of financial and compliance ' type deficiencies in 
Student Financial Assistance jfrogranw audits. Deficiencies by 
category are shown below. 



' DEFICIENCIES BY CATEGORY 



Type of 
Deficiencies v 

Administrative 
Accounting 
Student Records 
Regulatory Violations * 
Program Award 

Processing 
Abuse and Mismanagement 

TOTALS 







Number of 




Deficiencies 


Percent 


1,575 


28% ■ 


1,640 


* 29 


781 


14 


646 


11 


652 


12 


319 


6__ 


5,613 


100% 



D. HIGHLIGHTS OF SIGNIFICANT AUDITS 



Following are examples by major program area of some of the. 
more significant audit findings included in reports isfeued 
■during this period.' The findings include a wide range of 
deficiencies in the conduct and administration of Departmental 
programs and activities by -State and local governments, 
educational institutions, .profit and non-profit 
organizations, and Departmental • headquarters and regional 
offices. These deficiencies range frpm poor accounting 
practices .and inadequate administration of program activities 
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to misuse of Federal^ funds, and have resulted in recommended 
disallowances or questioned costs involving over $100 million. 

1* Elementary and ' Secondary Education * * 

Major program areas administered by the Office of JEIementaty 
.and Secondary Education include: education to disadvantaged 
Children* assistance td States, and local gchool districts in 
improving educational quality; and assistance to school 
. districts^in which the^tax base is. diminished by the presence 
of Federal facilities'. By far, the' largest program 
administered is Titl4 I of the Elementary and Secondary 
Education Act. 

'- " • :< ■.. ; 

The purpose of Title I is 'to provide Federal assistance to 
local education af^ehcies for planning and operating special 
education programs \f or educationally deprived children, in 
areas having a high concentration of children from low income 
families. The local education agencies are responsible fgr 
developing and implementing ^projects to*fulfill ttje intent of 
Title I., For fiscal ^year pSl, $3-1 billion* (representing 4 - 
oyer 23-percent of 1 1^ entire! Department budget) was allocated 
for Title I programs; % About &2.6 billion or 84 percent of the 
Title I allocation was distributed by formula through State' 
/education agencies as basic Wants to local agencies to 
upgrade the education opportunities for disadvantaged 
children. a 

I \ 

During the past six-m^nth period/ we issued 21 audit reports 
on programs in Elementary and Secondary Education. These 
reports recommended disallowances of $20.3 million * and 
questioned costs of ,.$\4, million. ■ s 
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,a. Overcharges for Unemployment Insurance Total $18 .4 
Million 

" ^ ft * 

A review in one State indicated t^at the State was 'charging * 
Federal programs an excessive amount of unemployment insurance 
compared to State-sponsored programs. Lpcal districts were 
required to' pay into the State, unemployment insurance fund for 
all of .their employees , regardless of whether those employees 
were working on federally sponsored or State-sponsored 
•programs. As of , July ?198*1, the contribution rate for 
federally sponsored^ programs was nine times the contribution' 
rate for Sta-te-sponsored progr'ams. / 

V 

Because of the -differences an the rates , ' federally funded 
programs had 13.8 years- of cash reserve on hand- as of* 
December 31, 1981, while Staterfunded programs had. only 2.8 
years of castf reserves. If -only 2.8 years of cash reserves 
were maintained for" federally funded programs^ the reserves 
could be reduced by $18.4 million. % 

We recommended that the tftate periodically review and, if. 
necessary, adjust the unemployment insurance contribution 
rates to preclude* excess collections , ar\6 that it refund $18.4- v^fv 
million to the Federal government. The State agreed with the 
first/ recommendation and indicated that it "shared our 
concerns" with the large federally funded cash reserve 
Although it expre'sse£ the intention to systematically reduce 
the reserve, we pdinted out that a cash settlement appeared to 
be the most practicable solufion, since the interest income 
alone currently exceeds the total annual payout for federally 
sponsored programs. Accordingly, the cash reserves would 
increase' even if there were no additional contributions for 
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federally funded projects'* Departmental . officials .aire 
currently resolving the bindings and recommendations 
contained in this report, - 

b. Joint Administrative Costs of $750,000 Inadequately 
Supported ' • 

A review of administrative costs Claimed by a State education 
agency under Title I disclosed -that the State* agency 'had .not 
i-mplemerfted necessary procedures to properly allocate and 
support joint administrative costs charged to the Title I 
program. Rather , joint cffsts were being claimed 'as direct 
charges based . upon budget projections or arbitrary 
allocations. Federal regulations require that joint* costs be 
recovered under a negotiated indirect cost rate based *on*an 
approved cost allocation plan. ^ 

a result of tt]£ deficiencies noted , the auditors determined 
that about $750,000 in joint costs claimed were not properly 
allocated or supported. § Specific claims which were " not 
properly allocated or supported consisted of: -$546,000 in 
salaries and fringe benefits, $36,000 in .travel, $128,000 in 
•rental t>f real property, and $40,000 in other cfentral support 
services. * 
* 

The ^report t recommended that the Stafce refund $750,000 in 
unsupported costs and implement an effective, cpst distribution 
system^ for allocating" appropriate joint administrative costs 
jto the Title I programs. The State generally 'concurrent with 
the findings, but disagreed with the recommended refund. 
Departmental -officials are currently resolving the findings 
and recommendations in this report. 
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c - $1 Milli on in Title I Expenditures Overclaime d 

' : 

-A 

An audit in'another State disclosed that the State Department 
of' Education had significantly overstated expenditures on its 
Title I financial status reports. 

This occurred because financial status reports improperly 
- included amounts -which the. State had approved for expenditure 
by local education agencies, but which' had not yet been 
expended or * obligated Our audit also disciosed that the 
State was commingling funds for -different award years contrary 
to Federal regulations. 'For example, beginning with fiscal 
year 1978, car rypver "funds from prior years' awards were 
combined with the current year V awards and classified 'as 
"available without regard to ' fiscal year" in, the State's* 
accounting records. ' 
't 

As a' result of the deficiencies noted, the State - overclaimed 
about $1 million of fiscal year 1978 fufds which should have 
been returned to the Federal government because they were not ' 
spent within the statutory time limit." • * 

We recommertded' that the State Department of Education: base 
its financial status reports on actual ^expenditures and 
''.obligations occurring within the statutory time limits,' 
account for Title I funds separately by award year, and refund 
$1 million to the Federal government. Departmental officials 
are currently resolving the findings and recommendations 
contained - in this report. * 
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d *« Inadequate Fund Reallocation Procedures Result in 

Tittle I Children Not* Being Served A 

* - ' •. * • \ 

Another 'review ^indicated that a State education agency-was not 
reallocating excessive amounts of 'unbudgeted Title . I funds 
retained by local education agencies as required by Federal 
regulations. ' 



During project years 1979 and 1980, , for example, funds' 
ctotaljng $8 million and $12 million respectively' were not 
budgeted for Title I projects by local education agencies. 
Rather, the funds were carried over by the local agencies into 
the next prc>ject . year . This condition occurred because the* 
State education agency had W>t fully "developed prbcedures to , 
determine the amounts of unbb^geted funds retained by 1<^(1 
agencies which could be .classified % as "excess^ ai^ reallocated 
to other local agengi^s having a greater need. * Based on the. 
results of our 1 review, we estimate that abcyjt $1.5 and $'3,5 
nrillion.in project 1 years 1979 and 1980, respectively, ,should 
have been considered -for reallocation and that lack of, action 
along these lines resulted' in about 10,000 eligible children 
not being prorided , Title t services/ 

We recommended ttoat the »State 1 education - agency devfeloj? ' 
procedures to evaluate the need for retention of unbudgeted 
funds ^ local education agencies and r % eallocgfte* funds 
identified as excess to other^tecal agencies with the greatest 
need. Departmental officials are currently 'resolving the 
findings and recommendations contained in the audit report. 
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2 . Vocational Education o * / 

The Vocational Education p'rogranr is administered by the Office 
of Vocational -and Adult Education.. ' The -overall goal of the 
program ,1$ -to prepare student'^ at the .'secondary and 
postsecondary levels for employment' in occupations not 
requiring ^Cour-year college -d^ree. Federal grants are 
provided to the states to: 

o Extend, improve and, where .necessary, maintain 
, .programs pf vocational education; 

Develop new programs of vocational education; 

Overcome sex discrimination and sex ste/eotyping in 
vocational education programs; and ^ 

« • 

Provide part-time 'employment for youths who need the 
earnings from such employment to continue their 
vocational trairting on a full-time basis. 

The intent of the program is that. all persons have access to 
vocational training" which is "suited .to their n~e~eds~*and the 
requirements of available job opportunities. Particul^ 
emphasis is placed on meeting the needs of the • disadvantaged 
and handicapped through special programs and services 'that 
will enablfe the participants **e succeed in regular , vocational 
education programs. The fiscal *year s 1$81 appropriation* for 
Vocational Education was $862 million, including $518 million 
fo^ basic grants to, States. , 

" ' ' . •' ' 

Public Law 94-482 has mandated fiscal audits of the vocational 

education programs administered "by, each State (see page 1-6) . 
The same law requires that States submit to the Department 
five-year plans describing how monies allocated to them will 
be spent. , * * 



Audits in several States highlighted below indicate failure to 
adhere to the five-year plan and 6ther deficiencies relating 
to the allocation of funds to . local education agencies and. 
other subreci^ients . - The problem of lapsed funds carfied over 
from one year to the next, described in our last semi-annual 
report, was also noted in several audits during this period. 
During this reporting period, we issued eight reports which 
recommended disallowances of $14.8 million and questioned 
costs of $18.4 million, , * 

■ ■ 

a. . Vocational Education - Up t'o $2-7.9 Million in Lapsed 
and Misspent Funds Recommended for Recovery 



A review of one State's vocational education program disclosed 
significant 'deficiencies in the State 1 s planning and 
implementation pt the program and- i.n the related use of 
program funds. 

0 

Specifically, the* repo*^ noted that ^the State Department of 

Education had not" fully implemented: the planning process t -as 

stated in its five-year plan and that $3.2 million in Federal 

# 

funds were awarded in certain program areas that were not as 
critical as others. addition, the award and post-award 

procedures infuse 'provided little arssurance that funds were 
awarded in relation to labor/market needs. 

•/.-".. 

% The report also points out that th£ State did not obligate 
carryover funds ip compliance with applicable regulations. We 
found that improper accounting adjustments in the amount of 
$767,000 were .made to avoid returning unuse'd funds and that 

the State spent $13.6 million of 1979 funds in 1*80 < on 

« > 

i ■ • ' • 
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ineligible projects an ( d as much as $13.5million of 1980 funds 
. in 1981 on ineligible projects. Moreover, the audit disclosed 
that a $14 million Federal fund authorization had . been 
accumulated in excess of 1 funds needed to fund • current 
vocational educatfon program operations. 

The auditors recommended ' a number of procedural changes to 
ensure more effective administration ,pf the . program -and 
improved accounting, over program 'funds. *' Recovery, of 
approximately $27.9 million in lapsed and/or misspent funds 
was also- recommended. Departmental officials are currently 
reviewing the findings am3 recommendations contained in this 
report. • 

u r ' ' ' • * 

. b ' Deficienci es ,in State Management of Vocational 
\ Education Program Result in Recommended Recoveries 
of $38 9,000 and a .Recommended Fine of $17 0,000 

An vaudit of .the administration of the vocational education 
program in one State disclosed that improvements were needed 
by the State to better ensure that the funds provided were 
used for the purposes intended and effectively administer^ 
and- controlled. 

The audit report noted that Federal and State plan 
^requirements for allocating vocational education funds were 
not followed and that the State awarded funds to schools in. 
1980 witjout required documentation that non-Federal fiscal 
effort had been maintained. In addition^ the State failed to 
adhere^ to approved allocation formulas contained* in the State 
plans. The 'report also points out that the State did not 
appropriately identify and use set-aside funds tor persons 
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with limited English speaking ability and that costs damned- 
by^some schools were not limited to only thB excess costs of 
training disadvantaged and handicapped students. As a result/* 
set-aside funds of about $158,000 were misused. Additionally, 
about $173,000 In Spbpart 4 funds were- used inappropriately, 
and unalJbwable expenditures- of about $58,000 were charged to 
the- program. \ : 

The report recommended that the State refund $3*89 , OOO^and that 



4 / 



a minimum* penalty of $170 ,£O0« be .assessed £>e,cause persons with 
limited English speaking ability were not se.rved. The* report 
also r'ecojnmehded • that the State recompute, using ^approved 
'reimbursement rates, the amount^ of Federal vocational 
•education funds schools should have received in 1978 through 
1980, and refund to the government any overclaims. 

Responsible State officials agreed that $389,000 of Federal 
tunds had been misused. They did not agree, however, with the 
other recommendations noted. Program officials are worlcing 
with State officials to resolve these findings. 

Vocational Rehabilitation ' 

The Office of Special Education ^and Rehabilitative Services 
administers programs in two broad funding areas: Vocational 
Rehabilitation arid Education for the ^nddcapped. During this 
reporting % period, OIG issued 18 reports on programs 
administered . by thi's Office involving recommended 
disallowances of $2.7 million' and questioned costs of $13.4 
million. 

v. , 

Funding under Vocational Rehabilitation is provided by formula 
and is designed to assist physically and mentally handicapped 
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individuals in becoming gainfully employed. ^Federal .funis- 
distributed % under -these grants' may ' be usea^to 
support up €o 80 -percent of expenditures . made by State 
vocational rehabilitation agencies under approved State 
plana.— Total funding for Vocational Rehabilitation amounted 
tcapproximately $980 million in fiscal year 1981. ' 



Both reports highlighted below noted procedural and adminis- 
trative weaknesses in the management of this program'at Jthe 
State level. ^ v " 

a * E xpenditures of $13.1 Million Questioned Due to Lack 
of Supporting Documentation 



In an audit of one State's vocational rehabilitation program, 
we were unable to perform all the necessary audit procedures 
required to determine the reasonableness and accuracy of 
expenditures reported. For the period October 1, 1976 to 
September 30, 1977, 'the State received a total, of $13.1 
million in Federal funds for the program, but OIG review 
.disclosed that the ^available supporting .. records were 
incomplete, disorganized and not referenced. 



The lack of an adequate, verifiable audit trail to support 
expenditures was in direct conflict with Federal- regulations 
and the State's own plan tfhich indicated that it had adopted 
policies and methods pertinent to the fiscal administration, 
and control of the program. Several factors contributed to 
.the absence of an audit trail. Chief among these was the lack 
of written procedures describing the method for compiling the 
quarterly financial status report to the Department from 
internal state reports and source documents. Further, the. 
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'compilation 1 of this report was entr usted^to a single 
individual and others. were not adequately 
familiarized with the unwritten procedures. The lack, of an 
a^egugfte audit trail had beenr^ident if red previously in a 
Federal" and also a State audit but; the Sfate had -never cor- 
rected the identified deficiencies,. 

,We. recommended that the State either provide documentation 
to' support the questioned expenditures or return the amount 
of $13.1 million to the Department. We further recommended 
procedural improvements to ensure an audit tr£il for all 
subsequent expenditures -of Federal funds. Departmental 
officials are currently reviewing the findings and 
recommendations qootained in this report. 

b. Weaknesses in the Administration of Vocational 
Rehabilitation Program Result in Overclaim of $1/2 
Million 

An audit Covering* the financial administration of the 
Vocational rehabilitation program in one State disclosed 
significant defisiencies affecting the accuracy and 
reliability of financial data in use to Report and claim 
costs incurred under the program. 

Specif ically, the auditors found a number of weaknesses in 
procedures and electronic data processing systems in use by 
the State which led to an overstatement of program costs of 
abou1f~$808, 000. The' review also found that year-end obliga- 
tions for fiscal years 1976 and 1977 were inaccurately 
reported . In addition, to these deficiencies , accounting 
system weaknesses resulted in excess claims df^aboi^t $£98,000 
for electronic data processing costs and fringe benefits 
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charged to the programs. The report also notes that the 
Vocational Rehabilitation program was overcharged $272,000 
• for various administrative expenses such as word>rocessing, 
building use charges, and central office costs. 
Improvements were also needed in the" accountability and con- 
trol of equipment purchased for the program. 

The auditors recommended that the State take a number of 
actions- aimed at improving procedural, accounting and system 
weaknesses, and that it refund approximately $1.2 million/ 
The State did not generally ■ agree wfth any of the 
recommended refunds, but did agree for the most part with 
the .procedural deficiencies cited.' Program officials are 
currently reviewing the findings and ' recommendation^ 
contained in this report. 



4. 



Bilingual Education . 



Bilingual Education is authorized by Title VII of the 
Elementary and Secondary . Education Act and consists of ■ a 
number qf , different programs designed-' . to increase the 
English-language skills 'of children whose proficiency in 
English is limited. and to provide support services for' these 
activities. • fiscal yea*. 1981, $157 million was' awarded 
under Bilingual Education.' A key element of these programs is 
improving the capacity of Statesarj^local school districts to'" 
implement and maintain prograi^of btfLingual instruction that 
can. be carried on when Federal fading, is reduced. During 
this period, we issued nine repofts on Bilingual Eduction 
which "recommended disallowances of $5.9 million. 
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Statewide Review Rev.eals Local Projects Not Meeting 
Bilingual Education Program Goals 

A major a\i£it effort revealed that projects in one State's 
local school , districts have failed to meet the intent of the 
Bilingual Education programs. This effort, consisting pf 
the review of seven school districts and an overall review 
of the State education agency, is the pilot for a multi-state 
review" to determine the effectiveness of State and local 
education agencies in implementing and carrying out federally 
funded programs of bilinguaj education. 

Audit work in this State 'agency and the local agencies that 
were reviewed disclosed generally that children were not being 
effectively served /under the programs and*that projects did 
rtot improve the State and local efforts 'on an ongoing basis* 
The audit work also disclosed' thai the' State did not 
adequately "coordinate projects among the local districts. The 
auditors 'found an excessively high level of participation by 
students who were not classified as having limited proficiency 
in English and the failure to provide services to those for 
whom the Federal programs are targeted. 

On the basis of these reviews, we conclude^ that the school 
districts generally violated the intent of both the Title VII 
Bilingual Education program and the grant awards. We 
recommended that the local districts refund $5 .^million , that 
certain current projects be discontinued and that funding for 
futute projects be withheld until it can be demonstrated that 
they meetf th^ intent of the program. /We also 'projected a 
savings of; $1.1* million as a result- of actions initiated 
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during the 'course of. the audit. Departmental officios are 
currently reviewing the findings and recommendations con-"- 
tained in these reports. 1 

5 • Student Financial Assistance 

Student Financial Assistance programs are administered by the 
^Office of Postsecondary Education and' provide financial aid to 
individuals to obtain education or training. beyond the high 
school level. Financial aid provided to students in fiscal 
year 1981 represented about $6.4 billion in grants, direct 
-loans, interest on loans, guarantee loans and earnings, through 
work study programs. . I, 

During the six-month- period covered by this report, the OIG 
issued 2,187 reports on Postsecondary Education, most of which 
concerned the administration of Student Financial Assistance 
programs. These reports recommended disallowances of $10.3 
million and questioned $8.3 million. 
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In addition to audit work involving Student Financial Assis- 
tance programs, the bulk of OIG's investigative workload is 
•comprised of cases in this area. (Refer to Section n of'this 
report for more information.) 

Audit reports issued this period identified a number of 
opportunities for improvements in the administration of "educa- 
tion programs by postsecondajy educational- institutions, 
State guarantee . agencies, and the Department of Education. 
Some of the significant problems found related to inadequate 
documentation; inaccurate awards; inaccurate applications for 
campus-based • program funds; and excess advances to State 
guarantee agencies. We also found a need for * changes in 

% 

i 
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existing legislation and regulations governing certain 

* * 

^aspects of the spirograms administered by the Office of 
Posts.econdary Education • These and other problems noted are 
highlighted, below. 



a. Improvements Needed in State Guarantee Agency ' s 
Administration of Guaranteed Student Loan Program 

An audit- of or^e; State guarantee agency found that the . agency 
had pat credited loan accounts arid/or, rebated prepaid 
insurance premiums to borf^wers who prematurely withdrew from 
school. As a yeslilt, borrowers were charged excess insurance* 
premiums. Also, ^e£ault claims submitted to the Federal 
government were' overstated by the amount of : unearned premium 
fees .obtained)- ? by the agency. Additionally , we found tt>at 
excess interest was being billed to the Federal government by 
lenders' , because * the agency had not established controls to 
ensure that studei^: loans were promptly converted by the 
lender to repayment status when students withdraw from school, 

♦ 

More importantly; our review disclosed that Tederal seed funds 
of $1.3 millicm* advanced to. the agency to .assist in meeting- 
defaulted student * loan payments to lenders were no 16nger 
needed by the agency, We^ found that the agency's loan 
guarantee reserve fund, including Federal advances, had a 
balance of $4,3 million on June 30, 1980; However, the 
defaults, net 'of 'recover ies f for each of the past two years 
.were less than $90Q,000. Although these advance funds are not 
needed, the Higher \ Education -Act of 1965 as amended provides, 
for the vast majority of these advances, that repayment shall 
not be requited until the advances exceed 20 percent of a 



guarantee agency's outstanding insurance obligation. The 
^advances and earnings 'thereon represented about 12 percent of 
the agency's outstanding insurance, obligation as of 
September 30,/ 1980. 

. s ' . * 

We recommended that the agency take appropriate iction to 
correct the conditions noted and that it consider returning 
those advances no longer needed. The agency agreed to correct 
most of the deficiencies noted but disagreed with our 
recommendations regarding ^the "return of unneeded advances. 
However, it subsequently returned .$178,400 of advances, in 
'response to prodding^by the .Regional Office of Student 
FinanciarAssistance. . T he Depjj^tment is now in the process of 
considering .our report anFtne agency's reply in order to 
determine, the corrective action 'to be taken. 

At the time this "audit Report was issued, we^rTin the 
process of auditing' a guarantee agency in another State and 
had found a similar condition of excess advance funds. We 
pointed out these- conditions to the Office of. Postsecondary 
Education and recommended that the .Department re-examine 
Federal requirements governing' the return of these advances. 
We are also initiating an internal, audit to determine the 
extent of ; unneeded^ advances nationwide 'and to identify 
specific corrective action needed. * .. 

b * deficienci es in School's Administration" of student 
Financial Assistance "Programs 

An audit report -prepared for us by the Department v of Health 
and Human {Services' Office of Inspector General on the 
administration of Student Financial Assistance programsXat one 



school disclosed that: the school f s accounting records were 
inadequate, -awards were made to ineligible 1 students, 
documentation to support awards or disbursements to students 
was massing, and various regulations were. not followed; ' * 

Firianqial and compliance tests covered $1.8. million &f the 
school's $2.7 million of reported .disbursements during the 
audit • period. Because of the " deficiencies noted, we 
^reqonvmended that the school make financial adjustments of 
<$1*3 million 4 or, in some instances, provide* appropriate 
documentation; We aiso recommended that the school restore 
institutional funds to its National Ditect Student Loan fund 
as appropriate. Many of the awards were questionable or 

unallowable for more than on^ reason. , 

\ 

c. , School Could Not Provide Adequate Documentation to 

Support Over a Million Dollars in Student Aid Fund 

j ** 
Expenditure^ * 

* 

An audit'of a proprietary school disclosed that the school did 
not have- adequate controls .over v . the receipt and disbursement 
of Federal funds. 'The • internal controls were npt adequate to 
ensure the funds w^re properly accpurited for and used, for 
purposes intended ui^der^ program regulations. We found that 
because* of missing or* inadequate documentation, the expendi- 
ture of Federal funds totaling ahout $436,500 could not be 
identified to specific Students and/or financial aid programs, 
'and that about* $26 , 300. in unauthorized National Direct Student 
Loan expenditures were made. Our review of studervt academic 
and financial aid files for required compliance documents" and 
the accuracy of award computations also showed that an 
additional $479,200 of unallowable or' inaccurate awards were 
made. 
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We also noted that the school had identified ' refunds totaling 
$120,300 tha^t were due 'to the Federal account., The school 
also identified about .$10,OOQ o'f its National Direct 
Student Loan matching funds that ^had not been paid to the 
National Direct Student Loan account. 

We recommended ±hat the school reftnd .$1,072 ,.300 to ED in 
accordance with tfie provisions of an existing Limitation 
Agreement between the school and ED. The school generally 
disagreed with the findings and recommendations in our report 
and is researching its files ■ to try t?o obtain proper 
.documentation for all disbursements and awards. 

d * Interest on National Direct Student Loan Funds 
Improperly Credited to Stated General Fund / 



Interest in the amount of $716,000 earned by a State on 
National Direct student Loan funds .from seven State 
universities was" credited to the .State's general fund instead 
6f to the universities' National Direct Student Loa/ funds as 
required, by Federal regulations. According to ' these 
regulations,, any interest earned on Federal National Direct 
Student Loan monies must be credited to the National Direct 
Student Loan account and cannot be used for other purposes. 
The^ State's improper crediting of these monies reduced the ' 
funds that could have been used to make additional student 
loans. 

The State maWained that- it credited the earned interest to' 
the general furtd'to avoid being in noncompliance with State 
law. we founi, however, 'that the state • law provides- an 
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exception fpr certaiiji types of interest, such as that earned 
on the National Direct Student Loan funds. 

r • . • • • 

We recommended thatj the State' repay to its National Direct 
Studetit Ldan account .the total amount qf interest earned 
'during and subsequent to the period of t^ie audit and that it 
credit all future, interest to the National Etfrect Student 
Loan account. ' Th'e State * agreed 'with the latter 
^recommendation but did not^ agree that the" prior interest 
earned should ,be Orepa^id to the National Direct- Student Loan 
account. ED program managers are^ reviewing , the report and 
the State 1 s response to determine 'the corrective action , : to 
be taken. ^ ' 

e. $665,000 Questioned or Disallowed Based on 
Deficiencies in -Student Awardd ' 

. : — ^ * 

A Regional Office of Student Financial Assistance "requested 
that OIG 'audit a college because of some significant 
deficiencies it^ had found in its 'Own program review^ dp: the 
college. 

Our audit - disclosed a lack of documentation , on student 
eligibility, disbursements in , excess of amounts for which 
students were eligible, and unsatisfactory academic progress 
by students. In addition, .we found that the College Work- 
Study time records were not properly 'maintained to support 

the actual work effort, Federal cash reported as held by the 

.* - 

college was not always available in the Federal cash accounts, 
and the cflliege^s ratio of current assets { to current 
liabilities was les.s than the one-to-one, ratio required by 
regulations. Moteover r ^ our review, of the National Direct 
• Student Loan program showed that the college was lax in 
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providing Necessary consumer information to student" 
borrowers, performing exit interviews, maintaining contact 
with the borrowers, obtaining signed repayment plans, and 
monitoring the .billing and collection activities of the 
contractor. * 



In addition to the recommended financial adjustments for 
disallowed or questioned] costs of -$665,000, we made a number 
of procedural recomme"ndations to improve the overall 
administration and control of the programs^ 

The college's response to the draft audit report was 
positive and constructive^ and indicated that corrective 
action was being taken. ED program managers are evaluating 
the findings and the college's action. 

6 . Internal Audits 

During this period, the OIG initiated eleven internal audits 
and issued nine final reports on the internal operations ■ of . 
the Department. In addition, the OIG parU^ipated in four 
projects initiated fcy the President's Councils Integrity and 
Efficiency and issued a survey report on one project 
concerning Cover nment-oWned property in- the hands- of 
contractors and" grantees. A discussion of significant 
internal audits .completed this period follows. ■ , 

a - Improveme nts Needed in Implementation ?lgns to 
Improve Management Control Over Consulting Services 
and Related Reporting Requirements 



An evaluation of the Department of Education's progress i( 
instituting effective -management controls over consulting 
service contracts^ disclosed that the Department has not 
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adequately implemented its plan to improve management control 
over consulting, services and related reporting requirements. 
Consequently , there was 0 little assuranc^_^that - planned 
improvements in awarding and controlling consultant services 
contracts would be effected. 

Among other things, we found that the plan lacked a specific 
time schedule for instituting plafnred actions, and that copies 
of written justifications for Consulting services were not 
being provided bo the Senior Executive Service manager and the 
Inspector General. We also noted that the^ Department had not 
formally designated a Senior Executive Service manager to be 
responsible for effective implementation 'of the • management 
control system as required. 

j 

We also found that there was a need to initiate numerous other 
actions called for in the plan such as the development of a 
quality assurance program, the preparation of written 
performance evaluations of each consultant contract, and the 
correction of various problems associated with reporting data 
into the Federal Procurement Data System. 

Management officials generally concurred vith our findings and 
recommendations related to these . issues and have taken or plan 
to take appropriate corrective actions. 

b. Improvements Needed in Regional Office Reviews of 
J Institutions v and frendfers Participating in Student 

Financial [ Assistances . Programs , " * 

Internal audits conducted in four regions disclosed that the 
effectiveness- of institution and lender reviews could be 
significantly enhanced by taking actipns* snjph^as improving 

i 
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methods in use to select the entities for review, limiting the 
scope of reviews, improving timeliness and documentation of 
review results and taking prompt action to, recover funds due. 
Examples of some of the more significant deficiencies noted in 
the reviews follow: 
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In one region, reviews were made at many schools 

«,,tlt - t - he , am ° Unt of s - tude nt aid was not 
substantial. Consequently, opportunities to- 
identify misused or improperly expended funds were 
limited and resulting liabilities developed by the 
<S; e ?Q«n* f * W6re generally immaterial. In calendar 
year 1980, for example, 28, or 41 percent of the 69 
reviews performed were made at- institutions which 
e?f ^ m P us ^ bas e<3 and Pell Grant awards of less than 
935,000. 

Reviews in another region failed to disclose that 
federally-insured student loan insurance premiums 
of approximately $1.1 million had been owed to ED 
by lenders for six months or more. 

o In that same region* special allowance payments were 
continued on delinquent loans even when due 
diligence was not exercised by the 'lenders in 
servicing and collectingUoans. This condition may 
, have been a significant . factor in the region's 
special allowance payments, which totaled $61.5 
million in fiscal year 1980 alone. 

o In another region, only four followup reviews were 
made at schools found to have very significant 
deficiencies in fiscal year 1979.. In addition, two 
or the -.four followup reviews did. not include 
coverage of all previously reported problem areas. 

?!!/w-7 0 Q ne i e c d , er , ft -, followup review was made between-' 
10/1/78 and 5/1/81. 

have issued these four reports to the regional offices 
where responses have been generally favorable.. We plan to 
issue a consolidated nationwide report later this year which 
-jjLl include recommendations aimed at improving ' the quality 
'effectiveness of t.he review efforts nationwide. 



1-30 



•We 



7. Contracts and Discretionary Gynts 

ED annually awards approximately 12 , 000 discretionary grants 
and lfOOO contracts totaling abbut $1.5 billion. The awards 
are made to State and local governments , educational 
institutions , and profit and non-profit organizations for a 
variety of educational services. The Office of Assistance 
^Management and Procurement Service and the National 
Institute of Education have responsibility for awarding 
contracts and discretionary grants. OIG provides a variety 
of contract and grant audit services to the Department 
including audits -of cost proposals and contract ' closing 
statements. 

Contract and grant audit services are provided directly by 
, ED-OIG staff and by other Federal audit " offices * 
principally the Department of Health and Human Services 1 , 
Office of Inspector .General and the Defense * Contract Audit 
Agency under interagency -audit agreements. Budgetary 
constraints imposed during this period have forced us to 
curtail or reduce our reliance on^other offices to provide 
these services. As a result,* the number of reports issued 
. during this period has declined. 

As reported in our prior semi-annual ^ report, OIG entered 
into contracts with four, Section 8(a) independent public 
accounting "firms in September 1981, for audit . services 
needed on approximately 80 contracts. Each of the contracts 
exceeded $100,000, was physicall-y closed and was subject to 
final -audit. During,, this peri'od, 36 of the 80 contracts 
were audijted^ Thyse audits contained recommendations for 
disallowances or questioned costs, of $7 million and are 
included 'in the overall statistics discussed below. - , , - ' . 

t 
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.During the reporting - period , OIG issued 193 contract and 
grant - audit reports that recommended disallowances of 
$3.5 million and questioned costs of $7.9 million. The 
audits also identified ' potential cost avoidances of about 
$2.3 million an pre-award audits. These audits continue to 
be effective in identifying and avoiding potential waste and 
abuse in the Department's procurement activities. 

a. Pre-Award Audits . 

Reports on audits of cost proposals .are advisory in nature. 
However, they are extremely important because they serve to 
assist the Department in final negotiations with contractors" 
by identifying areas for potential cost savings. Following 
are several examples pointing out the value of these audits. 

(H A contractor' submitted a proposal of about* 
$500 ,000, for a project entitled; "Using Vocational 
Education to" Improve Economic Development in High 
Unemployment Areas." ^/ 

• The purpose of the project was to promote, vocational ' 
^education as a means of initiating economic development 

. "programs in urban ''and rural areas of high [unemployment. 
• Our audit raised several concerns regarding 1 the advisa- 

*> bil'ity of awarding- the, contract and recommended that 
the Department consider these concerns prior to the 
award. m particular,, we were concer-ned that the 

, objectives of the contract apparently duplicated one of 
the stated objectives of the State-operated vocational 
education program. . After consideration of this and 
other i.ssues raised by the OIG, the: Department decided 

• against the award of the contract," resulting in a 
cost avoidance of $500,000. 
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(2) A recently completed audit of a $2.3 million N 
contract being considered for extension f identified 
about $674 f 000 in unallowable and questioned costs 
and an additional $300 r ^00 in potential annual cost 

avoidances.. Among other, things, the auditor found that: 

< 

o The* contractor- 1 s accounting system was not adequate, 
for the • accounting and administration of cost 
reimbursement-type contracts. 

o Consultants were paid for more days of service and 
at~T1Jaily rate higher than that provided for in. the 
Contract . 

o • Labor costs were not adequately supported by ±ime 
records and were seriously suspect because of 
differences between reported days of the week worked 
and actual calendar days, and differences between 
signatures on the time records and -those on canceled 
pay checks • . . 

o -The contractor claimed excess provisional indirect 
costs and did not make an indirect ..cost rate 
submission after the close of each fiscal .year as 
required by the contract terms. 

More significantly/- the^ auditors found that 
approximately 50' percent of all direct costs paid to the 
contractor were in turn disbursed to subcontractors, -and 
that a modest expansion of^ED's current role coupled with 
greater ' interaction, coordination and communication 
among the sub-contraQtor s could eliminate the need for 
the prime contractor at an annual savings of about 
$300,000. 

ED procurement officials are reviewing the report and the 
option presented prior to^reopening formal negotiations 
with' the contractor. Our concerns regarding the 
propriety of labor costs charged have been turned^over to 
our investigative staff. 
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bT ^ ClosWout Audits 



Closeout audits are necessary to assure that costs claimed and 
reimbursed* are "reasonable, allocable ' and allowable under 
Federal procurement regulations an^ Departmental 
requirements. These audits continue to disclose instanced 
where recipients claimed and received reimbursements for 
unallowable costs. Examples of some of these audits follow. 

» ^ (1) An ED-OI& audit of 'a grantee that had received 

$2.7 million in Federal funds from" several - Federal 
departments and agen6ies -disclosed- that serious problems 
existed with the grantee's administration of" federally 
. funded p#>grams, and that?about $220,.000 in coe^claimed 
were either unallowable or unsupported. Sfg other 
things, the auditors found that the grantee-: , t . , 

* r 

» / * • « J > * 

° 71! 1 ^° lTe 1* V had ceased operation^ although 

thr.oo p rprrr t io n „rv!^ b?en initiated i ° 

o • Had not established an adequate accounting system of 
internal controls for the receipt, custody and 
i» disbursement of cash; - y 

^ Mar^^r^Qflr 0 P era "- tin 9 deficit of $88,000 by 
.March 31, 198^ ana continued to accumulate costs 
subsequent to that date. Communications from the 
grantee's attorney indicate^he deficit cdrrentlv 
exceeds $200,000. ' * cu currently 



a 



Further, the grantee's managemW had n®t established 
effective policies and procedures with respect to 
financial accounting or followed prudent management 
practices in carrying out its fiduciary responsibilities 
for federally sponsored projects. As a. result, Federal 
funds were not expended for the purposes intended and the 
grantee engaged in activities' th/t extended beyond the 

purposes for which it was founde/. 
> • - T. • 
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We- recommended • that the Federal agencies involved not 
enter into negotiations with nor award ^£uture*grants or 
contracts to the -grantee and that they take appropriate 
action to recover $220,000 in unallowable- and 
unsupported expenditures. 

t/*(2) Closeout audits of three contracts valGed at 
about $1 million awarded to a contractor %or evaluations 
and assessments . of selected - education programs and 
activities disclosed that about $139,000 of the funds 
claimed by the contractor was ineligible and that\another 
$697,000 was not adegusf^Ly supported by the accounting 
records. For example, pertinent documentation such as 
general ledgers, cost accounting records, time and 
attendance records, travel vouchers and vender invoices* 
'necessary to support coasts claimed were not available . 
In addition to these problems, the company president 
indicated the corporation had ceased pperations. 

Pursuant to our recommendations, the ^Department 1 s 
procurement office has declined to negotiate or award 
.further contracts to the company. Subsequent r to the 
audit. we learned that the president, yho had previously 
owned two other .corporations, had* established a ne& ft' 
company. Since solicitation of Department contracts * 
under the new company name was anticipated, we alerted 
the Department's procurement office of the new company 
name and £he names of its principal officers. 



' AUDIT RESOLUTION AND RECOVERY OF FUNDS 

Wbile actual resolution of audit findings and recommendations 
is the responsibility of program £nd management officials in 
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ED.. 016'. . monitors. the resolution of audit 
Reports to ensure that they are promptly and effectively 
acte-d upon. During this period, we have closely monitored the 
resolution of audits over six months' old* This is in 
accordance with the Supplemental Appropriations and 
Rescission Act of 1980 which required that all future audit 
reports with questioned costs be resolved within six months of 
issuance. 

To assess the effectiveness of .both our audit effort and the 
resolution process, we also monitor the determinations made by' 
Department officials in resolving • recommendations in our 
reports % Costs sustained represent those monetary recommen- 
dations in which Department officials have agreed with our 
recommendations. 

1 - Resolution of Audit Reports ' ' 

Historically, the timely resolution' of audit reports has been 
a m aJ or problem in the Department. m our last semi-annual 
report, we noted tha t< the- total number of unresolved audit- 
reports continued to increase over the prior period to' 3 ,367 
'(representing recommended disallowances or questioned costs 
of $67.8 million). As a result of increased concern and 
activity on the part of Departmental" management this period, * 
the trend was reversed, and the ' total number of unresolved 
audits dropped to 1,624 (representing Recommended 
disallowances and questioned co^ts of $144.5 million) as shown 
below. 
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AUDIT BBSOLS 
October JL, 1981 i 



Actlorv 
Office- 



Unresolved 
Audits on 
Hand as of 

10/1/81 



.Postsecondary • 

Education , 
Assistance 
• Management and 

Procurement 

Service 
Special Education 9 

and Rehabilitative 

Seryices ^jV 
vdcatipn*! sapS , § 

^Elementary- apA*. c 

Secondary Education 
Educational ^efeaarch 

and improvem*|ii^ 
Bilingual Edue&tion, , • „ 

and Minority^ \. ,\ ' 

Languages Afifaix* " -Pr 

TOTAL „ f»\) -T'+'ttMl 



3,282 

49 

15* 
59 



I Mf 1982 






Action 
Audits 
Issued * 

Tnl s 
Period f 


Audits 
Closed 

iulo 

Period 


« 

< Unresolved 
Audits on 

notiu do vi. 

03/31/82 


l r 572 


3,378 


1,476 


i 

98 


54 


r 

93 




13 


16 ' 






14 


14 


11 


. 12 • 


7* 


-0- 


10 



1,718 





Special^JgD^fetentipa/ Was devoted ,to resolving tho.se audit 
reports.over si* iribntTCs 'old which totaled 1,804 at .the pnd of 
the previous reporting period. N 'In response to the mounting 
total of\auditgf ov er six jg^nths old^ t^e v Department .initiated* 
short-term pf< 



address the backlog, problem. The plan-, 
which was initiated prior to the close of^thB last reporting 
period/ involved^ transfer ring a large number of unresolved 
audit 4'eports to ED regional offices for resolution. $is >a 
resu^^ of ^ this yj.nitiaVive § the . number ; of 
its over six. month.s old tfad dropped to 164" by /the end o£ 



aud 

the current period*. 
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While the number of audita over* s^months old has decreased, 
the total- dollar amount" of recommended disallowances or 
questioned costs in these audits his actually increased from 
$17.4 million in the last period to $44.1 million at the end 
of this period. This is attributable to several unresolved 
•audits containing very high recommended disallowances or 
questioned costs. For example, three audit reports contain 
over half of the unresolved costs in audits ?ver six months 
old. " 




STATUS OF UNRESOLVED AUDITS AS OF: 



September 30, 1981 
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While improvements made to .date have been impressive in 
resolving audits - especially those over six months old - the 
Department still needs to ensure that appropriate action, 
emphasis and resources continue to be applied to the 
resolution of all ^audits. Recognizing that a comprehensive 
long-term solution to the problem of audit resolution was 
necessary, the OIG, in concert with Departmental officials, 
has developed a comprehensive audit resolution- system. Final 
comments on the proposed Departmental directive are being 
solicited prior to issuance. 

V 

2. Resolution and Recovery of Disallowed or Questioned Costs 

During this period,, ED management sustained $32.-4 million 
representing 59 percent' of the $54.6 million disallowed or 
questioned irj audit reports resolved this period. This com- 
pares' with a total of $27.6 million, or 42 percent, sustained 
during the last period. The $22.2 million not susta ined by 
program managers during tljiis period had be$h allowed B^|use 
the auditees subsequently provided supporting documentation 
or- because program officials determined that sufficient 
infQrmation was not available to sustain tj^e recommended 
recovery. In addition to the $32.4 million sustained, program 
officials identified .additional amounts for recovery, 
bringing the total recoverable to $37.6 million. 

During this period, a total of $7.7 million was recovered on 

4 

resolved audits. 

F. STATUS OF PRIOR AUDIT RECOMMENDATIONS - 

t 

This section presents the status of audit highlights in 6ur 
previous semi-annual report * which have yet to be resolved . 
Management has * been generally . responti've to our 
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recommendations. The matS^rs reported \ below, however, are 
complex or involve large amounts of recommended 
disallowances or questioned costs. 



... / 

Vocational Education 



■ a * $11 Million _in Lapse d Federal Funds Improp erly 
Used (Pag es 17-19 in prior report) - ' 

Audits in three states disclosed that the States were unable 
•to fully utilize funds allocated to them ' within the 
prescribed time period and that these unused funds have "not 
always been returned to the government. Auditors 
recommended that a total of $11 Million be returned by the 
three States. ' » 

Status: Neither thelites 1 involved nor the Department- s' 
program officials agreed with our * position or " with the 
findings >d recommendations for refunds in our reports 
The Department is currently considering the matter of lapsed 
funds and whether the States in question should be required 
to return these funds. 

b * .^effective Program *" Administration Leads to 

• Recommended Disallowanc es and Questioned Costs' nf 
$13.4 Million (Pages 20-21 in* prior report) ' 

•The deficiencies noted in this audit of a State education 
agency related, primarily to a lack of internal . controls to 
assure proper funding decisions and a lack of effective pro- 
cedures' and practices in awarding and jnonitoring subgrants. 
The auditors. recommended disallowances of $13.4 million. 
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Status ; Since this Sbate was also among those cited for im- 
proper use of lapsed funds above, its resolution- is still 
awaiting Departmental decision on this matter. Program 
officials are working to resolvethis report. 

2. ■ Student Financial Assistance 

a. ^Different Interest Computation Methods Resulted in 
xcessive Interest p aymen ts (Page 24 in prior 
report) 

Excessive interest payments of as much as $4 million nation- 
wide may have been made to lenders and the Student Loan 
Marketing 'Association, -because- ED regulations permitted 
interest/to be , charged either on the average quarterly or on 
the average daily balance of loan principal balanced- 
outstanding. We . recommended that ED revise the ' interest 
billing methods. 

Status ; Program management officials agreed with our recom- 
mendation and promised to r.evise the interest billing 
methods, but have not yet issued the new regulations. , t 

ST 4 " Poor Cash Management Practices in' Student 
< Financial Aid programs Resulted in Unnecessary 
Interest Cost of $1.3 Million (Pages 25-26 prior 
report) 

This audit disclosed that pbstsecondary schools , in one 
region had ' excessive Federal cash on hand. We estimated^ 
that schools in'this region in 1980 had $11.6 million in ex- 
cess cash, resulting in $1.3 million in unnecessary interest 
costs to the Federal government. On a nationwide basis, ex- 

1^41 ; 
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cess cash may haye totaled $102 million and unnecessary 
■ interest costs $11.4 milHoV in 1980. * We 'recommended that 
ED management require schools to report excess cash balances 
immediately and return any excess cash and that the 
Department deny advance funding to those schools which 
persist- in abusing Federal cash advances." We also 
recommended that the Department propose legislation to (1) 
provide a one-year authority to reuse National Direct 
Student Loan funds returned by schools and \2) require 
schools- to pay interest on cash' that' is drawn iJ/^xcess of 
current needs^^" — i 



Status: ED officials generally agreed with our findings and 
recommendations and are now in the process of coordinating 
corrective action within the Department and with .other 
Federal agencies to deal with this complex problem. The 
Department is also currently considering our recommendations 
with regard to proposed^ legislation. ' 

c - College W ork- Study and ' Rational Direct Student 
Loan Fund s of $960 r 000 Misused (Page 44 in prior 
report) . 

An audit, of a universe's College Work . Study and National 
Direct Student Loan funds disclosed payments of $675,000 
to ineligible students, for College Work Study and" improper 
use of funds from both programs for general operating 
expenses. We .recommended that the university repay ED 
$960,000 for the improper expenditures. . 

Status: Program officials agreed with the recommendations 
.and are actively working with the institution to reach, a 
final resolution of the'^rtfaings . , * 



3. Internal Audits 
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a. * Inadequate Controls Oves t Check Receipts Result in 
Potential for Abuse and Unnecessary Interest Costs 
of About $250/000 (Pageg 29-30 in prior report) 

"our review of the controls in use over remittances to the 
Department showed that they were inadequate .to ensure that 
all funds wepe prope#Ay accounted for,- adequately 
safeguarded and deposited promptly. ' We ^recommended thait an 
integrated organization plan t be developed to provide 
adequate internal controls over., receivihg, processing and 
depositing checks. 

^ Status : " Department officials agreed with the report 
il findings and hav6 made progress in implementing the 
recommendations. Action on many 'of the recommendations h&s 
-'.not 'been completed pending approval for reorganization, 



centralization and 'staff ing of positions. 
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b. Inadequate Controls Over Interest Payment 
31-32 in prior report) 

Our report" showed that the Department had not given 
sufficient management attention to establishing adequate 
.procedures and support systems, to assure that interest 
payments are accurately, promptly' and properly recorded. 

Status : Department officials generally agreed with our 
findings and recommendations to. correct the reported 
deficiencies. Final resolution of these % deficiencies is 
contingent on the completion of a new Interest Billing 
System 'by the end of fiscal year 1982. 

^~^\ h 
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Contracts and Discretionary Grants 

* , 

* a ' Closeout Audit - Lac k of Supporting Documentation 
(Pages 36-37 in prior report) 

A closeout audit of a V$l million contract recommended" 

disallowances or questioned costs of -$536,000 because 

pertinent accounting records necessary to 'support costs 
claimed were not available. 

• Status ; Our office subsequently completed closeout audits 
of three other contracts awarded to the same contractor 
involving another $1 million (see page 1-35) . The latter 
audit identified an additional $836,000 in unallowable' and 
questioned costs bringing the contractor's total potential 
liability to ED*to $1.4 million.. ED officials are currently 

• working to resolve all audit issues with the contractors, and 
no final resolution has been made on the amouat of refunds 
due ED. . ' 



b - Closeout Audit - improved Accounting and' Internal 
Control procedures Needed (page 37 



m prior 



report) 

^An audit of one .State university's administration of $5.8 
million, in Education ^Department grants; and contracts 
disclosed that accounting ' and internal 'control procedures 
needed improvement. The auditors recommended that -a total 
of $802,000 be recovered and that the university make 
certain changes in its accounting policies and " interrTal 
controls. ' , 
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Status ; ED officials are currently working x with the 
university to correct the accounting and internal control 
system deficiencies identified in the audit report; 

G. OTHER AUDIT MATTERS 

1 # Title I Court Decisions 

Two Federal circuit court decisions rendered during this 
period may significantly affect ED's ability to re-cover 
funtSs misspent under Title I of ,the Elementary and Secondary 
Education Act. These decisions, State of New Jersey v. 
Shirley Hufstedler 662 F.2 208 (3d Cir. 1981)^ and State of 
West Virginia v. Secretary of Education 667 F.2 417 (4th 
Gir. 1981) ,. involved three States (a case involving the 
State of Pennsylvania was decided along with the New Jersey 
case in a' consolidated decision) that were appealing 
determinations by ,ED that they refund monies identified in 
OIG audits as having been itfiss|>£j*t. The impact of these 
decisions - both made during the same week in October - is 
uncertain at this time since they directly contradicted each 
. other . 

In the New Jersey decision, the Court found that the Federal 
government had no ' authority to order repayment of the 
misspent funds through an administrative process because the 
funds were received prior to 1978. The Federal government 
may ha^e^to su6 in y a Federal distridt court to recover in* 
each case. The Court held that statutory authority to 
recover the misspent funds * administratively did not . e^fist 
unjul* it was specifically enacted in the EJdrcation 
Amendments of 1978. Conversely, the West Virginia decision 
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c . 
upheld the Department's right to recover funds through, an 

administrative process. The decision stated, "There is no 
legislative indication that the authority to order repayment 
.is to Be Tractive only prospectively f and the statute's 
remedial purposes will be more fully served by applying it 
retroactively." 

Petition for rehearing in each of these cases was^ denied. 
The Department of Justice was considering at the end of this 
reporting period whether to appeal the adverse decision in^ 
the. New Jersey case to the United States Supreme Court. 
Deadline for appeal in the r- Wes^ Virginia case has already 
expired. \ 

2 « Single Aigdit Goncept 

r 

The Inspector General strongly supports .the single audit 
concept .and 'recently testified before a Congressional 
Committee that in his opinion the process* was - both 
conceptually sound .and administratively feasible. 

Several activities have been undertaken this period to 
further promote and implement the requirements of Attachment 
Pr 

o Principal OIG officials • have held numerous ' 
speaking engagements with Federal, State and 
private organizations including Intergovernmental'. 
Audit Forums, Chief State School Officers, the 
Association of Government Accountants and the 
Council for American Private Education. 

o The Inspector General ' was designated the Chairmafi 
of the Single Audit Steering- Committee established 
by the Joint Financial- Management Improvement 
Program. m this capacity, he is responsible for 
coordinating Jihe implementation . of Attachment p at 
the various levels of government. 
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r o. The OIG has developed a slide and viewgraph 
. training package for' use in presentation to State 
and local government groups. 

Additionally , our Regional Inspectors General, for Audit have 
met with officials of practically all State departments and 
agencies for which this Department v has cognizance to 
familiarize them with the single audit concept and to survey 
their ^operations . . Additionally, the • OIG is providing 
technical assistance and guidance to non-Federal auditors 
planning single audits.. 

In Delaware, where we" have cognizance for^ the entire State f 
the State auditor is in the preliminary stages of conducting 
a single audit of all State departments * and agencies. To 
assist the State auditor in performing a single audit which 
meets the needs of thfe other Federal agencies f we 
established a" committee composed of representatives from 
each Federal agency providing grant and contract awards to 
the State. The committee approach will enable us to provide 
effective .up-front, technical assistance and guidance. T6 
da!&, two States - Alaska and New Jersey - have cpmpleted 
single audits of their State Departments "Education. 

t 
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A. 



INTRODUCTION 



^ SECTION II 

INVESTIGATION ACTIVITIES 



e OIG f s aggressive effort to identify and successfully 
prosecut^ persons. deofauai>ncf> ED programs has , resulted in a 
'doubling of coavict\ions and pleas of guilty or nolo 
^c^t6ndere. In addition the dollar value of -assessed" fines 
and destitutions iryHfeased dramatically because of oije magor 1 
case./^Senumber of investigative ?cases opefied and clos.ed* 

ased. ■ An overview of . the investigation activities 
during this teporting period apd *an ^pdate of significant 
cases pr&iously reported, is presented .in the following 
sections along with case, workload .>Jtati£t ics , investigative 




accomplishments and^ hi 
B. 




ts of^pases; 



INVESTIGATION ACCOMPLISHMENTS • - 

During"*TWfip^peN£d assessed *f ines* and restitutions resulting 4 
. f rom our investigations increased from $55 r 000 in tfce prior - 
'six-mort.th period to,$3 r 232,000 in this 0 period . That amount, 
was ^sse^red ; against one corperrat ion^and "29 separate 



individuals.^ The largest' 5 fine was $3l/000 iand the lalrgefet 



restitution 



was , $^ r 750 r 000 r which y^s paid by a corporation 



a§ ^ .stipulated ,in a plea, agreement r f 
Guaranteed Student Loan def ault .claims 



f ilijig improper 
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In "addition, 32 defendants have been sentenced to 
incarceration,- probation, or pre-trial diversion^ nirfe' are* 
awaiting sentencing, and eight are in a fugitive sH|tus., 
These and other accomplishments achieved during this' six-month 
period are shown in the following comparative schedule of our 
output and performance measure^ for the « three most recent 
. reporting periods. " | 





* 


COMPARATIVE SCHEDULE OF INVESTIGATION ' 
OUTPUT /PERFORMANCE MEASURES 






Output/ 

Pejrfori&ance 

Measures 


The Six- 


•Month Periods EncJinq: 








3/31/81 


^9/30/81 


3/31/82- 






(Jases Opened 


220 


108 




r 


« 


Cases Closed 


12J 


83 


101 






Cases, Referred for 

Prosecution 

^» 

Cases Accepted 


32 
10 


69 
43 


57 
36 

a 






Cases Declined 


22 


26 


- 21 






Indictments/ * 
Information 


5 


41 


24 






Cdnv^ct ions/Pleas 


^ 12 


16 


. 34 . 






Restitutions and . 
Fines 


$2,500 


$55,000 


*$3,932,000 . 




6 * 


* Includes a single restitution in the amount of $3,750,000. 



Another noteworthy achievemeht during this period involved the 
role played by -the OIG ' in getting a State to strengthen 
control over its Guaranteed Student Loan program. 
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The OIG has investigated several cases in one State in which 
individuals have- fraudulently received Guaranteed- Student 
Loans by falsely claiming enrollment and* attendance at 
postsecondary schools* These schemes have be^t^ accompli shed 
through the forgery of* school officials 1 signatures on the 
certification of enrollment portion of 'the Guaranteed Student 
Loan, application. To date, OIG investigations have resulted 
in the' successful prosecution of six individuals representing 
an actual loss to the Department of approximately $125,000." 
Our involvement in these cases has also prevented attempts by 
these subjects to obtain an additional $100,000 in Guaranteed 

Student Loan funds. 40 

> . * 

For years, * the^State* guarantee 'agency in this^ State has 
allowed Guaranteed Student Loan .lenders to have loan checks 
made payable solely to the borrower and mailed 'to his or her 
home address. As a result, in part, of the OIG investigation 
efforts, the State guarantee agency has now instructed lenders 
to make loan checks' jointly * payable to the borrower and the 
school and mail checks directly to the school. We believe 
that this new dual endorsement system will significantly 
reduce the incidence of Guaranteed Student Loan fraud in this 
State. ^ 

C* INVESTIGATION WORKLOAD ANALYSES - - - K - 

Following is summary data on the* number of basest/* opened, 
closed and active for the period October!, 1981 through March 



Cases active. September 30*, .,1-981 ■ 274' 

Cases opened this period , • 119 

C'^ses closed^ this^per iod m • 101 ' 

« Cas.es. active March 31 , % 1982 \ * ' 292 

The cases opened during ,this period' have heen Analyzed .to 
show: / . fc 

0 "program areas which generate cases; 

o patterns of alleged criminal violations; and/' 

v ; o major sources of allegations. 

Abuses in the Student Financial Assistance programs continue 
to account for a majority of the "cases initiated by OIG. 
During the "current reporting period, 76 percent of the 119* 
cases opened Involved one or mare of these programs. This is 

• an increase of 11 percent over the prior -reporting period. Of 
the remaining cases, half, or 12 percent of the total, 

, involved, employee misconduct cases, and. half involved other 
Education Department programs. "The following chart shows the 
incidence of 'possible violations among, the 119 .cases. initiated 
during" this period "(most cases involve several possiblfe 
violations) : * 

• ■ ' r ■ • • " ■ ' . 

ALflEGSD'CRIMINAL VIOLATIONS 

» "Number of Cases 

Description • in which Alleged , 

v 

False statements 33 # 

Student financial aid fraud 59 
Embezzlement and e failure 

to account for public funds 32 
Fraud using the U.S. Mails, 

telephone, telegraph or • ( 

false names ojr addresses 22' 
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Conspiracy to defraud the U.S. 18 

~ I 

Bank fraud-credit information 16 

False claims and demands for . 

payment of public funds 12 

Bribery of a public official 

and conflict of interest 3 ' 

4" 

Other Federal or local statutory f 
violations 18 

Allegations which lead to the initiation of OIG investigations 
are received from various sources. Analysis by sourcef of 
cases initiated during the period discloses the following 
breakdown. 



SOURCES OF ALLEGATIONS FOR CASES OPENED 

Other Federal Agencies 



Intradepartmental 
Referrals 



State Agencj 
Referrals 



Hotline t Anonymous 
Allegations 




Student Complaints 



016 Audit 
Referrals 



Other 

liclidts: • 
Cibzti CompliiiU 
Coigmweiil ftiftmli 
Nivtpipir Mtdii 
SUittt UH Liiltn 
U.S. Attenty fttftmtt 
ill Otktrt 



j 
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D. HIGHLIGHTS OF SIGNIFICANT INVESTIGATIONS 

The following section provides examples of some of the most 
significant cases' prosecuted or accepted by the U.S. Attorney 
during the period, an update of investigations highlighted in 
the pVior semi-annual repo#, and a~ discussion o*f matters 
referred to Departmental officials for administrative action. 

1 * Cases' Successfully Prosecuted or Accepted by U.S. 
Attorney 

o In a plea agreement accepted by a Federal district 
• court, a corporation pleaded guilty to three counts 
of false statements and one count of mail fraud, 
admitting that it lied to the government in its- 
handling of default claims submitted' under the 
Guaranteed Student Loan program. The company has 
paid a fine of $31,o5o in the criminal case. 
Significantly, the plea agreement also stipulated 
that the firm repay $3,750,000 for improper default 
claims it had filed. The Department of Justice is 
also prosecuting two former employees who were - 
charged in a 43-count indictment with conspiracy to 
' defraud, false statements, mail fraud and aiding and 
abetting. The two held supervisory positions 
related to the administration of the Guaranteed 
Student Loan program at this corporation's school 
and had allegedly been involved, in default claim 
falsification. > 

o The vice ' president and secretary of a .securities 
firm was sentenced in a Federal district court to • 
three years' imprisonment and fined $5,000 after he, 

• pleaded guilty to six counts of wire and mail fraud 
in connection with a scheme to defraud a bank. As 
part of the scheme, this individual induced a bank 
to "purchase a. $500,000 "package" of Guaranteed 
Student Loans by promising to transfer the loans to 

* the bank's • agent' apd to repurchase the loan 
portfolio in 90 days for $514 ,000. Although the 
bank received a sale document from the securities 
firm and verbal assurances from the defendant that' 
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the loans we.re in route to the bank's agent, they 
wece never delivered . The investigation 

established that the $500,000 "package" of 
Guaranteed Studeig^ Loans had never existed. 

The operator of a school pleaded guilty to obtaining 
approximately $35, J) 00 in Student Financial 
Assistance funds by Btraud and false statements. The 
defendant was sentenced to a year in prison, fined a 
total of $16,000 and will be required to perform 100 
hours of community service upon release . The. 
investigation was' a cooperative effort with the 
Federal Bureau of Investigation. 

A Federal grand jury returned ah 18-count indictment 
^tfainst two men in connection with' fraud involving 
the Pell Grant program. The two were the principal 
officers and operators - of several schools* and were 
each indicted on six* counts of mail fraud and 12 
counts of false statements. 

The indictment alleges that from, 1976 through 1979 
the defendants engaged in a scheme to improperly 
disburse the approximately $800,000 of Federal 
education monies received by their schools. A 
substantial portion of the Federal funds advanced to 
the schools was allegedly used by one of the 
defendants for personal expenses. It was also 
alleged that they intentionally failed to properly 
administer the funds and t misrepresented the true 
financial situation of the schools in order to 
obtain additional Federal • education funds. 

The director of a proprietary school was charged 
with theft of government property and 
misapplication of Guaranteed Student Loans . A 
Federal grand jury handed down the 21-count 
indictment in February, which charged theft of 
almost $26,000 in student financial aid funds and 
misapplication of funds totaling $18,000 through 
failure to refund guaranteed Student Loans made by a 
State lending agencV to non-graduating students. 

A bank loan officer was indicted for embezzlement by 
a Federal- grand jury. The loan officer was charged 
with approving approximately $9,000 in fraudulent 
Guaranteed Student Loans and diverting the loan 
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proceeds to his personal use. The joint 

investigation with the Federal 'Bureau of 
Investigation also .determined that the defendant 
had previously been convicted of forgery, violation 
of parole and grand theft' with criminal 
impersonation. A trial date has not yet been set 
for this case. 

A Department of Education employee pleaded guilty to 
a one-count information charging Student Financial 
Assistance fraud. Investigation by OIG established 
that the employee had fraudulently obtained student 
loans totaling approximately $10,000 between 1968 
and 1979 and diverted the proceeds' to his personal 
use. The employee also fabricated academic 
credentials .on his Personal* Qualifications 
statement in order to be selected, for a position 
with greater promotion potential. 'Sentencing is 
pending completion of a pre-sentence investigation 
by the United States Probation Office. 

The president and owner of a business college were 
sentenced to two years' imprisonment and fined 
$10,000. The owner, a former clergyman, will also 
serve two years' probation after release from' 
prison. p had previously pleaded nolo contendere 
to a two-count information. 

The school had obtained over $157,000 in Pell Grants' 
from 1979 until 1981 by falsely claiming that 232 
inmates of a penitentiary were enrolled full ti'me in 
a computer programming course offered by the school 
at the prison. A second college official,' who 
directed s the school's penitentiary education 
program, also pleaded nolo contendere to charges 
that he made false statements as part of a scheme to 
defraud the Pell Grant program. That official was 
sentenced to two years' imprisonment, a' $10,000 fine 
and three years' probation to be- served a&ter 
release from prison. During- the first two years of 
the probation, it was stipulated that the official * 
will pay- the $10,000 fine and make about $38,000 
restitution. 

A former co-owner of a cosmetology school was 
indicted by a Federal grand jury. The six-count 
indictment charged mail fraud, embezzlement, false 
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statements , and student financial aid fraud. The 
ED-OIG investigation df sclosed that the former co- 
owner, who has a prior conviction for embezzlement, 
misappropriated at lea&t $99,000 in Pell Grant and 
National Direct Student Loan funds between'June 1974 
and October 1980. * C\ 

An individual who had falsely claimed he was a 
student at a beauty school pleaded guilty -to' 
embezzlement in connection with a scheme to 
fraudulently obtain Pell Grants and Guaranteed 
Student, Loans totaling $4 ,000. A former school 
official , who assisted in the scheme by falsely 
certifying that fhe defendant was a student, was 
separately charged in the indictment with 
embezzling approximately $9 ,000 in Student 
Financial Assistance funds. 

As the result of a cooperative investigation with 
the U.S. Postal Inspection Service, a Federal 
district court '.sentenced * an individual .to three 
years 1 incarceration and ordered that she serve a 
minimum' of six months. The defendant admitted 
making false statements,* filing false loan 
applications and committing mail fraud in 
connection with a scheme to defraud the Guaranteed 
Student Loan program of $12,500. During a three- 
month period in 1980, the defendant received five 
Guaranteed Student Loans, using fJLve different 
names ancl social security numbers , / by submitting 
application^ to various local banks. The 
defendant has a record of prior qr iminal offenses 
spanning nearly 20 years. 

A student was charged in a five-count indictment 
with bank fraud, mail fraud, and false statements 
in connection with a scheme to illegally obtain a 
Guaranteed Student Loan. The student, who worked 
in the school's financial aid office and received 
College Work-Study wages, used an alias . and a 
fictitious social security number to obtain a 
$2,500 Guaranteed Student Loan . A trial date has 
not yet been set. 

A Guaranteed Student Loan applicant was sentenced 
to serve five years in prison arvd five years 1 
probation. He was previously indicted on charges 
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?Ln ma 9 * , statemen ts on 'Guaranteed Student 

Loan applications; forging' the school 

^ -5i° a n .f ta , mp USed ° n the applications; and 
committing mail fraud. The defendant has a prior 

rlZalL* k- cr i minal convictions. V The court 
remanded him the immediate custody of the 

United states Marshals Service. When his personal 
' *° ss ??«ons were searched after he had been 

sS rn/n ?? Ut€ -' n6Wly for 9 ed Guaranteed 

foUnd? applications and narcotics were 

2 ' Matters R eferred .for Administrative Action 

In appropriate cases, it is the policy of the Inspector 
General to refer the results of investigations to the proper 
Departmental officials for necessary administrative or 
personnel actions. Although the majority of these 'referrals 
involve employee .misconduct, the following example concerns 
a programmatic matter at the grantee level. 

— * 

o The OIG recommended that three local education 
. agencies refund $2.1 million in improper!? 
expended Bilingual Education funds. The 
recommendation was based 6n|the results of several 
investigations conducted by the OIG whinh 

Sr-pid 1 . 8 ?:? ^Vi 6 used in'viol^ on. 

of Federal regulations. Those- violations were 
not, however, criminal in nature. Instead of 

ff^Jfj" 9 P bl !' n H Ual instruction to Children of. 
limited English-speaking ability, the local 
education agencies were using the grants to teach 
either Spanish, French, or Italian to children 
whose dominant language was English. The findings 
of these investigations were referred -- to 
Departmental officials who are working ' to take 
• appropriate . faction to recover the improperly 
expended funds and to deny additional grant funds 
. tor similar unintended . purposes . 

3 * Update of Previously Reported Investigations . 

< 

Our last semi-annual report highlighted several 
investigations which have since been concluded with the 
following results: ' y 
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We previously reported that a Federal grand jury ip 
New York returned a four-count indictment charging 
an individual with bank, fraud pertaining to the 
Guaranteed Student Loan program. That indictment 
led / to the first of many convictions fdowing from a 
Guaranteed Student Loan fraud scheme perpetrated by 
at least fifteen members of one^ family- Their 
criminal e^tivity ha^-thus far been tracea to three 
States and dates back to 1975. 

* 

To date, nine persons have been charged with false 
statements, bank fraud and/or mail fraud and one 
defendant has entered guilty oleas in two States. 
Se^yen other persons ^ave pleaded guilty in one 
State, and one addifenSteal family member has been 
indicted in two States. More indictments and 
convictions . are expected^ as this investigation 
continues. , ; 

In February 1982, the 65 "year-old owner of a 
computer training school pleaded nolo contendere to / 
a felony charge of making false statements about / 
College Work-Study funds he obtained in 1979. As 
reported in our last semi-annual report, ^the 
defendant was charged, in a seven-count Federal 
grarid jury indictment in August 1981, *with 
fraudulently obtaining nearly $17,000 in work-study 
* program funds by falsely reporting that he nised the 
,funds to employ students. Sentencing in t/his case 
'is set for mid-April 1982. _ , 

As reported in our last semi-annual report, 27 
persons were indicted by a Federal grand jury for 

fraudulently obtaining aver $ Q 2 f 0 Q 0 in Guaranteed 

Student Loans and Pell Grants by falsely claiming to 
be United States citizens. The indictments were the 
result of a two-month joint investigation by the 
Inspectors General of the Department of Education 
and' the Department of Health and Human Services, 
United States Postal Inspectors, Immigration and 
'Naturalization Investigators and the Ufited States 
Marshals Servic^. 

The investigation established that these, 27 persons 
(18 men and nine women) bad gained eligibility for 
the loans and grants by falsely claiming to be x 

. • -v 
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^i te * J S J at6S citizens - ' The defendants had 
attended ten area schools and colleges at various 
times . 

To date, nineteen have, pleaded guilty and have 
received suspended sentences of from six' months to 
three years and have been placed on probation witn 
^f e « S make resti tution of the illegally 

obtained loans and grants. Of the remaining eiqht 
cases, sev^rn defendants are fugitives and one 
indictment was dismissed. 
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SECTION III 
FRAUD CONTROL ACTIViy^gS 



A* INTRODUCTION 



This period showed an increase .in the number of complaints and 
allegations received on* the OIG Hotline concerning possible 
fraud, waste and abuse in various Education programs. Also 
during thrs period, the Department 1 s cbtamittee Fraud, Waste 
and Mismanagement, working closely with the OIG, % undertook a 
major effort to conduct a pilot review of .internal controls at 
the National Institute of Education. The OIG also continued 
its efforts to heighten employee awareness of and sensitivity 
to the problems of fraud, waste and abuse through preparation 
and dissemination of another Inspector General Integrity Guide 
and conduct of training sessions *on employee standards of 
conduct . 

-> 

^ COMPLAINT CENTER ' 

Srno& the- Complaint Center (OIG Hotline) was established, we 
have received a total of 250 complaints including 72' referred 
by the General Accounting Office. YCQ^ date a total of 155 
complaints have been closed and 30, or about 20 percent, have< 
been substantiated. The chart below depicts Complaint Center 
activity since inception. 
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During this reporting period, we partially or wholly 
substantiated 12 of the 63 complaints closed. The status of 
complaints received by major category follows, 
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JB.tflSug.j3f Complaints Received 



X 

Type 9- of Allegations 

Student Financial 
Assistance , 

Grants/Contracts 

Employee Misconduct 

Administrative 

Travel/Misc/ Expense 
Funds 



Total Open as 
Received of 
To Date 9730/81 



% Open as 
Received Closed of 

This Period This'Period 3/31/82 



Othe'r 
TOTALS 



75 
€0 
3& 
35 

23 
19 
250 



17 
22 
13 

7 < 

.7" % 

< 



36 
15 
12 

12 , 

8 
_9 

92 * 



17 
10 ( 
12 
.13 

5 
_6 
63 



3? 



27 
13 

n 

9 
_3 
95 



- f 
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As nofeed, the largest category r 6f- allegationsV received 
"invplved Student Financial ^ssist^nce. THis is- .compatible 
^with our investigativ-e experience (see page II-4) , which shows 
^ that most cases opened also involved Student Financial 
'Assistance. ' ■"''./ " 

-- * " & 

While , th'e number Qf complaints Substantiated is relatively 
* -small (about 20. percent), results to date have been< 
encouraging and have resulted in . administrative or 
disciplinary action, and actual or potential recoveries § of 
misspent Education funcis. ^ 
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In fact, since its inception, savings and potential recoveries * 
resulting f£om the OIG Hotline have amounted to approximately 
"^215,000. - Two examples of -the more significant complaints 

nt rated duf lhg "ttls'yeTfoaToTlow: — —————— ~~~~ 

\An anonymous complainant alleged that a public 
School .'district was misusing Title I funds provided 
under the Elementary and Secondary Education Act. 
•The allegations claimed "that program funds were used 
to pay heating costs for schools throughout the 
district, regardless of Title I participation. It 
was also alleged that Title I "funds w«re used taf 
unauthorized purchases °of equipment and supplies 
not related to Title I concerns. The information 
^ ji| eived ^y - the Hotline was referred to the Title I 
dWector of the State involved. A subsequent audit 
by State program personnel substantiated most of the 
allegations. Misuse of over $10,000 in Title I 
ttfunds was cited and the school .district was required 
to_ refund the full amount. There was no evidence of 
criminal violation, but local authorities were 
advised of program areas requiring improvements in 
order to avoid -future audit exceptions. ' ^ 

Numerous complaints received on the OIG Hotline 
alleged that' .a postsecondary institution was 
misusing ED grant funds provided for . bilingual 
education projects. Allegations, involved the use of 
these grant funds for unrelated projects; 
overawards to t participating students and • 
unauthorized travel -and purchases. — An audit, 
conducted by the OIG • partially substantiated the 
allegations, confirming the use of ' $3,00.0* "ork- 
projects not related to bilingual education and 
overawards of $7,500 to participating students. ED 
is currently seeking repayment of the&e funds. 

■ i •- 
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C.i SPECIAL PROJECTS 

* 

• 1. Review of Internal * Controls at the Nati onal 
\ « — r^. 



.Institute .ojLJBducataQB- 



A pilot project .to review and evaluate the adequacy" of 
internal controW^in place at the National Institute of 

Education was initiated by the Department's Committee on 

* * 

Fraud, Waste and Mismanagement.* Staff from OIG, the National 
Institute of Education and three other ED offices participated 
in the project. The purpose of the project was to develop 
internal cdntrol objectives for all the Institute's programs 
Sncl ^aflt ivities;y«<£v^.ew and assess internal controls in place; 
and establish/ procedures for ..evaluating internal 9 controls 
"throughout- ED. . - 

Most of this project has been completed. In all, 64 internal 
control objectives were developed to assist management in 
achieving effective internal controls over the operations of 
the Institute . The project team has also completed its review 
of internal controls currently in place. A draft' report of 
the findings and recommendations has been prepared 'and 



provided , tcTTn^nagement ''for review and comment. 




The procedures developed for conducting internal contro 
evaluations have been provided to ED fdr consideration and 
possible uSe in m?epar ing its plan to me*t the requirements 
set forth in Office of j^nagentent and Budget Circular A-123 on 
Intesnal^Co/itrol Systems. * 
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_ Employee Awareness] _ 
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, 4 The OIG is continuing its efforts to heighten ED employees?, 
awareness of. their responsibility to prevent waste and 
mismanagement. The second in a series of Inspector General 
Integrity Guides has been completed^ and will be distributed in 
April' 1982. The Guide summarizes the Department's time and 
attendance requirements and briefly cites case histories of 
time and attendance abuses and disciplinary actions taken. 

, The Guide also highlights certain employee responsibilities 
and areas where there have been .problems in the past. It 
further reminds supervisors of their'"- first-line 
responsibility^ for recognising and correcting time and 

•attendance abuses at the earliest stages. 

In a related effort to increase employee awareness, the OIG 
provided training on 'standards of conduct to thr,ee groups 
within headquarters and one in a' regional office which 
included viewing of the film, The Consent of the Governed f 
an Enduring Public Trust. This film highlights employee 
responsibilities relative to standards of conduct. We" are 
currently considering mandatory attendance* of this" training 
by all ED employees. * v 
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SECTION IV 



OTHER MATT ERS 

* : 

A." STAFFING AND BUDGETARY CONSTRAINTS * 

Since its. inception , OIG has been working under" a full-time 

equivalent personnel ceiling of 304 positions. Of the 304 

authorized positions, 267 were filled as of March 31, 1982 

(-see chart below) . This represents a further drop in on- 

* 

board staff from the last reporting period due to buag~etr\ 
constraints. 
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Budget constraints during this six-month period have been 
— severe. TTTe President's fiscal year 1982 badge*: presente'cTTn" 
March requested a total of; $12,989,000 and 331 full-time 
Equivalent positions for the OIG. Since that time, revisions 
to the President's budget along with .actions.- taken by the 
Congress in passing a continuing resolution for fiscal year 
1982 have served to reduce our overall funding and staffing 
levels by about 16 percent. Accordingly,^ have be^n 
operating with a funding level of ahout $11,0C>0,000 and an 
authorized ceiling of 304 full-time equivalent positions.^. 

As a result of^ the budg,etar* constraints, we have had to: 
impose a hiring freeze; suspend promotions and reduce 
training; curtail essential travel and. reduce the number of" 
congressionally mandated audits we had planned to 
accomplish; 'and suspend reimbursable agreements^dith other 
Federal -audit' groups to. have grantee and contract audits 
performed for us. 

* 4 

The conditions noted above have occurred in the last six 
months and are therefore not fully reflected* in our reported 
output/productivity measures for the period. it is evident, 
"however, tha*t these^ conditions may well result in a 
discernable decline in our accomplishments for ■ the next 
semi-annuai reporting period. 

B. REVIEW OF LEGISLATION AND REGULATIONS 

The Inspector General Act of ; 1978 (Public Law 95-452) , 
Section 4(aM2), requires Inspectors General to review 
existing and proposed legislation and regulations relating ' 
to programs and operations of their Departments. Reviews" 



are made to determine the impact of such legislation and 
regulations on the economy ^.an<J ef f icieocy of, . pxo^x^ms^ajid 
operations* financed by ^the Department and on the prevention 
and detection of fraud and abuse in' these programs and 
operations. During this period/ we reviewed 31 pieces of 
legislative proposals and 67 propose^ regulations. 

tte^have also taken several steps dtiring this period to 
improve the function of legislation and regulations, review. 
To this end, Departmental procedures are being developed 
which provide for our review of 'proposed legislation and 
regulations as soon as possible and for submission of our 
own comments separate fro~iN:hose submitted by the rest *of 
the T Department when we deem it necessary^. We have also 
worked to improve the internal OIG operating procedures in 
order to increase the quality, and timeliness of our 
comments. 



In addition to commenting on. proposed legislation and 
regulations, we have placed greater emphasis on reviewing 
existing legislation and regulations during the course of 
our audit work. Some of the highlights of this effort are 
discussed below along* with significant comments on^prpposed 
legislation and regulations .' * 

1. Recommended Changes in Migrant Education ^.Program 
Regulations 

As a result of recent audit activity involving the 
administration of the Migrant Education* program (funded 
under Title I of the Elementary aad Secondary Education 
Act), we identified a need to consider, the revision of the 
regulations which define eligible migrant children* - We 



believe that the number, of children identified 
migrant is materi, 



as currently 



Liall y ove r s t at ed becaus e ■ re gu la t ions p erfflTE~ 
the counting of children who should hot be considered as 
migrants . - »• ^ ~- ✓ 

The. regulations define a currently migratory child as one 
... who has moved within the past twelve months from one' 
school district to another .... » This definition classifies 
as migrants those children who move during the summer months - 
i.e., between school years - and therefore encounter no 
disruption of their education as a resultof the move. In our 
opinion, such children^re not migrants as envisioned by the 
Act and their inclusion in the migrant statistics dilutes the 
funds available to help those children who actually move 
between school districts during the school year. 

We recommended that the regulation^Pamended to classify as 
migrant only those children who have moved between .school 
•districts during the" last' academic year (as opposed to trfe— 
last'twelve months). The program office generally agreed with 
our opinion "of the intent of the legislation and informed us 
that our recommendation would be considered in the current 
drafting of regulations to implement the Migrant program's new 
aueh&riiafcion (under Chapter I of the Education Consolidation " 
and Reconcilation Act of 1981). " 

' 2 - Pell Grant Program Ad ministrative Cost Allowance, 1 980- - 

' 19831 - « • ~ ~~ . 

The ^Education Amendments of 1980 (enacted 'October 3, 1980) 
authorized the Secretary to reserve some Pell Grapt program 
funds to pay participating^ institutions ah administrative 
.all ° Hft Qfifi-Qf.- $ 1 0 pet-gran t— eeei-piefvt- ; — i-n~&exreTtibeT- IStfUTTffi e " 
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* Department reserved about $26 million for this purpose and 
authorized institutions to. draw these' funds. HWfer, the 

Supplemental -Appropr i at ions, and pggrn.sgjpn Act jaf 12&U_ 

enacted on June 5, 1*981, provided that no 1980-81 Pell Grant 
program funds could be paid for ^administrative expenses. 

The Department is aware of the situation apd ^is considering 
the specific action which should be taken'. One possibility 
considered was to allow institutions to keep the funds drawn 
for administrative expenses prior to June 5, 1981 and 

require repayment of funds drawn subsequently. 

% - * s 

We reviewed the information relating td the pending decision^ 
and concluded that ED should recover all administrative cost 
allowances which had been drawn by the schools. In 
December, we recommenced that the Department recover as soon 
dp possible the $22.8 million which had been drawn by 
institutions through December 15, 1981. No final decision 
has been made on this matter. 



3. S. 1882 Debarment and Suspertsion 



The* purpose of this bill is "to prohibit Federal agencies m 
from soliciting offers from, awarding contracts to/ 
extending contracts with, or approving subcontracts for any 
plrson who has been barred or suspended by another agency." 
Although we generally supported S. 1882, we pointed out that 
the bill did not, provide for " the specific debarment' and 
suspension procedures that Congress expects all agencies to 
follow. 

C. PRESIDENT'S COUNCIL ON INTEGRITY AND EFFICIENCY 

We are participating in a number of interagency projects and 
nsSSffl^tTeeS" "tnttt^t eQ "Is^thw ~V r e sxdHTrt * s -Coarrciir^on ~trrt egirrty 7 

IV-5 




ERLC 




and 'Efficiency which involve Government-wide efforts. A 
g licting of th e p r bjecLb and committees which we ar/engagpd Tn" 
follows. 

o Performance Evaluation Committee 
o Standards ^of* Conduct Committee 
o Computer Audit Committee * 
o Training Committee ^ 
o Property Held by Contractors and- Grantees 

o Small. Business Administration 8(a) Eligibility* 
Verification Project * 

4 

o Long Term Computer Match project • 

D. SUBPOENAS ISSUED 

The Inspector General is authorized to issue administrative 
subpoerias to require the production of information necessary 
for the performance of mandated responsibilities. During this 
reporting period;, two administrative subpoenas, were issued. 
There were also two subpoenas issued during the prior 
reporting period. 

* 

E. GENERAL ACCOUNTING OFFICE REPORTS 

The OIG is the main receipt and control point for <repor,ts 
issued by the General Accounting Office, ensuring that they 
receive proper and expeditious handling. After the reports 
are processed , ' promised remedial actions are tracked by the 
OIG to assure completion. Beginning on April 1, however, this 
follow-up function is being transferred to the Office of 
Management. 
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In .addition, — th e O I G maintains cont inuous liaison with the 
General Accounting Office in order to keep informed of its 
activities within ED and thereby minimize potential for 
overlap in coverage. 

During this reporting period, we received eight General 
Accounting Office^ reports requiring comment or corrective 
action by the Department. Of these-, three were draft 
reports and five were published reports. The Department 
responded to . two of the three draft reports onetime . The 
response to the third draft report is not yet due* Of the 
five published reports, three of the four — responses 
completed were on time. The Department's response to the 
fifth report is overdue.* 

F. REFUSAL OF INFORMATION 

Section 5(a)(5) of the Act require the Inspector General to 
include in this report a summary of any report made to tfre 
Secretary whenever information or assistance is unreasonably 
refused or not provided. 

During this period, the OIG has received support from top 
Departmental management and has not been unreasonably^ 
ref used^ or denied information or assistance. 
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REPORTING REQUIREMENTS 

j . . j . 

Ttoe specific reporting requirements as pfescribed in the 
. inspector General Act of 1978 are listed below. 




SOURCE LOCATION IN REPORT 
INSPECTOR GENERAL ACT 


4 
\ 


Section 4(a) (2) — Review of Page IV- 2 
Legislation and Regulations 

* 




Section 5(a)(1) — Significant Page % I-8 
Problems , Abuses, and Page II-6 
Deficiencies 


• 


Section 5(a)(2) — Recommeftda- Page 1-8 
tions with Respeqt to ) 
Significant Problems, Abuses 

and Deficiencies * * 




Section 5(a)(3) — Prior Page 1-39 
Significant Recommendations ^ 
l^ot Vet: Implemented, # 




Section 5(a)(4)" — Matters Page II-2 

Referred to Prosecutive s 
Authorities^ 




Section 5(a)(5). and 6(b)(2) ~ * Page IV-7 
Summary of Instances Where i 
Information was Refused 

* 




Section 5(a)(6) — Listing of Page V-2 

Atfdit Reports * — 

^ • ' . c 
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Federal Audits of Education Department Programs 
October 1 , 1981 through March 31, 1982 



Section 5(a)(6) of the Inspector General Act requires a listing of 
each audit report completed by OIG during the reporting period. A 
total of 207 audit 'reports were completed by Federal auditors, 107 
with .audit .findings and 100 without findings. These reports are~ 
listed below: 

A. Audit Reports with Findings 



Number 
01-20101 
01-20102 

01- 21003 
•01-21202 

02- 11354 
02-21000 
02-21213 
02-21355 
02-21356 
02-21357 
02-21450 
02-23002 

02-23395 
02-23396 
02-23397 
02-23398 
02-23405 
02-24000 

02- 24001 
012,-24003 
3)3-10001 

03- 10002 
03-21203 
03-21204 

03- 21300 
P3-23002- 

0 3-24000 

04- 20001 
04-20100 
04-21200 
04-21201 



Auditee and state 

Rhode IsllPhd Higher Education Assistance 

Authority, RI 
Connecticut State Department of 

Education, CT 
Lyndon State College, VT 
Nine Educational Institutions, Region I 

Review, MA 
Boricua College, NY 

National Technical Institute for the Deaf,~NY 
U.S. Savings Bank, Newark, NJ 
Beth Rochel Seminary., NY • ' , 

Mercy College, NY 
Apex Technical School, NY- 
Helen Keller* National Center, NY 
Office of Student Financial Aid — Program 
Review, NY 

Communication Technology Corporation, NJ 
^ Communication Technology Corporation, NJ 
*NOW Legal .Defense and Education Fund, NY 
Center for 'Resource Management, NY 
Communication Technology Corporation, NJ 
New Jersey .Vocational Rehabilitation Financial 

Administration, NJ 4fc 
Department of Labor and Industry, NJ. 
Nassau Community College/ NY 
McKeespor t" Area School District, PA 
Pennsylvania Department of Education, PA 



Date 
Issued 



Smtthdeal .Ma-ssey Business ^College , VA 
Wheele r • Schk^oi , pa <l 
Delaware ^unty Community College, pa - 
Program and Lender Review — Office of Student 
* Financial Add, PA 
Depa-rtment_-of Human Resources, D.C. 
Geo'rgia Department of EdQcation, GA ^ 
Florida Department , of Education, FL 
Knoxville' College, TN 
JFlorida A & M Un iversity, FL _ * * 



10/81 

10/81 
10/81 

03/82 
08/81 
11/81 
01/82 
10/81 
01/82 
03/82 
02/82 

11/81 
03/82 
03/82 
03/82 
03/82 
03/82 

12/81 
03/82 
12/81 
10/81 
10/81 
03/82 . 
01/82 
.11/81 . 

03/82 
11/81 
02/82 
12/81 
12/81 

JH/SJL. 



04-21205 
04-21303 

04- 23000 

05- 14202 

05-20001' 
05-20008 

05-20116 " 

05-20120 
05-20551 
05-20553 
05-21000 
05-21551 
05-23586 
05-23587 
05-23589 
05-23590 
05-23591 ♦ 
. 05-23592 

05- 23595 

06- 20003 
06-20101 
06-20102 
06-20103 

-O6--20104 
06-20105 " 
06-20106. 
06-20107 
06-201, 8 
06-2011* 

06- 20115- 

07- 20000 
07-20100 

"07-21200 
07-23774 
,09-20002_ 
09-200 Ojjf 
. 09-20006 7 * 
09-20007 
09-20102. 

09- 2I204 ; 

49-21205 

10- 20000 
10-20001 

- 10-200Q-2- 
l"0-20004 



Albany State College, GA^„ 02/82 
Edward Waters" Gollege , FL 02/82 
Regional Office Effectiveness Regarding Reviews 

of Student Financial Aid .Lenders, GA 03/82 
Indiana State Board- of Vocational and Technical % 

-Education-,_XU-: — .a* ■- -. 09/81 

Illinois State Board of Education, IL .10/81 
Reyiew'df Selected Administrative Matters 
Pe'rtaining to -.Timely Grant Close-outs, D.C. 
- Wisconsin Board of Vocational and Technical 
. Education, WI 

Blue River Special Education Cooperative, IN 
Ohio Rehabilitation Services Commissiqn, OH 
Department of Economic Security, MN 
De Paul University, IL"~ 
.East West University, IL 
"Indiana Department of Public Instruction, 
Indiana Department of Public Instruction, 
Indiana Department of Public Instruction, 
Indiana Department of~P~ublic Instruction, 
Xiidiana^Department of Public Instruction, 
Indiana Department of Public Instruction, 
Indiana Department of Public Instruction-, 
Migrant .Student Record Transfer System, AR 
Texas Education Agency, TX 
Texas" Education Agency, TX 
Austin Independent School Distr ic*, ^ 
Edgewood Independent School District, TX 
San Antonio School District, TX 
Dallas School District, TX 
Pharr-San Juan - Alamo School Districts, 
Harlingen School District, TX* 
Bilingual. Education ,^TX 

-Bilingual Education, TX 
Falls City. Public School District, NE- 
St. Louis School^Distr icit , MO 
State of Kansas, KS 

; Kemp and Young,, Inc., KS 
California Department of Education, CA 
California Depar-tment of Education, CA 
California Department of. E?Tucation,,-CA 
California Department of Education,. CA • 
Employment Development Department, CA 
Student Financial Aid Cash .Management — 
Region IX., GA 

-Office of Student Financial Aid — Region 
^IX, CA - 

Superintendent of Public Instruction, WA 
^Superintendent of Public Instruction, WA 

2E e -tiDS_ SJ: r a_it .^cjipol^isJbric^^AK^ 

North Kitsap School District ^_WA 



IN 
IN 
IN 
IN 
IN 
IN 
IN 



1 



TX 



12/81 

11/81 
03/82 

■ 10/81 
5 3/8 2 
01/82 
03/82 
01/82 
10/81 

- *01/82 
01/82 
01/82 
11/81 
01/82 
01/82 
0-3/82 
02/82' 
03/82 
0^82 
0#*82 

■ 03/8 2' 
03/8 2 
03/82 

. 03/82 
* 03/82 
, 02/8-2 
01/82' 
03/82 
02/82 
11/81 
01/82 
' 02/82 
03/83 
10/81 

, 02/82 

^ 12/81 
02/82 
02/82 
01/82 
"12/81 



o ' 10-20005 
10-20651 
10-21201 
'• ^10-21202 
' 10-21203' 
10-21204 
1,0-21205 
10-21207 
10-21208 
10-21209 

10- 23956 

11- 23002 

U-23011 
t " ' 11*23016 



11-23020 
11-23028 



11- 23035 

12- 21«.'0. 

12-2J000 
• 12-23320 
12-23399 
12-23541 
12-23851 
* ,12-23852 
' ,=12-24109 
12-24110 
L2^24119 
■' 12-2.4124. 

12-24134 
. 12-24151 
' 1*2-24250 



. Division 6f Special -Services ,~WA 
Alaska Department of Education, AK 
East Oregon State College, ioR . * 
Lane Community 'College , OR « • 
Bastern Washington University, WA 
Everett Community College ,' WA» 

4 Chemeketa Community ColSge, OR' 
.Central' Washington University , % WA 
Washington State University, WA 
Bo'ise State University, ID 

Quilcene Public School, WA t ' . . " - 
Consulting Services, U.S.. Department , of 

Education, D.C. , 
Horace Mann. Learning Center, U.S. Department 

of Education, D.C. 
National Institute for Community 

Development, D„C. 
-^Review of Certifying Of facers ' D Fuifction , 

U.S. Department of Education, D.C. 
Recommendfctiions for Refund -of Bilingual 

Education Funds, Selected Louisiana 
. .Parishes, LA 

Onion for Experimenting Colleges and 
_ Uni;v^sij^es, "OH 

' CoalitioVof Indian/Controlled School 

•' '^Boards,, )CO ■ ' 
University of -Souther'n California, CA 
Network, Inc. v MA ■ • v 

Center for 'Resource, Management , v NY 
Conserva^-foc. , NC ..' \ . - - 

Exemplary^S^nter for Reading Instruction, UT 
Loretto ^eights- Co liege,-, CO- 
Miranda alW- Associates, Inc;,-MD" « » 

Urban Resources Consultants, D.C. r • " 

RMC Research Corporation, ,VA ) 
Government ; Studies' and- Systems', Inc. ,/ PA' • 
Applied Management;. Sciences, Lnc.,MJ? 
National Conferend-e of State. Legislatures, KY 
Powell Associates, Inc.,,TX' - * " \ 



03/8 2 
02/8 2 
12/81 

* 11/81 ' 
Jj/81 

. 10/81- 

lt/81 

10/81. 

10/81, 
. 03/82 

12/81 

02/82 

11/81 

12/81 ' 

10/81 

. 02/82 

01/82 ' 
12/81 - 
11/81 
02/82 
10/81 
02/82 * 
02/82 
11/81 
M/81* 
01/82 
01/82 
03/82 
11/81 
'10/81 i 



> 



9 



0 
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B . Audit Reports Without Findings 



01-24000 
" 02-21200. 
♦02-21215 1 
«03-20103 
06-20113 
" 05-21215 
05-21216 
05-21217 
05-21550 

05- 24253 

06- 11458 
06-11459 

• 06-11460 
t) 6-11461 
06-11462 
'. 06-23667 • 

06- 24000 , 

07- 23777. 
07-24000 
09-24000 

' 10-2395(7 
■ ' 10-23958 
\ 11-23021 

11- 23025 

' 11-23026 
' 11^2.3027 

v 12-23324 

12- 233*5 
12-23326 

"> 12-2340-2 .. 

12-23404 • 
12-23440.' 

12^23446 
12-23447 ' 
^12-23448 
* 12-23449 
12-23450 

„ 1*2-23431 
•12-23452 

, . 12-23453 
12-23454 
. 12-23-4 58 * 



ABT 'Associates, MA „ 

Nassau County Community College, NY' 

Stevens. Institute of Technology, NJ-, • 

Virginia Commonwealth University, VA 

Indiana Department of Public Instruction, IN^ 

University of Detroit, MI c . 

Northwestern. University, • IL 

Little Company of Mary Hospital, IL 

Pufeh for Excellence, Inc., IL 

McKendree College, IL 

Rice University, TX 

Arkansas State University, AR 

University of Oklahoma, OK 

Texas State Technical Institute of Nursing, TX 
Baylor University' School of Nursing*, TX 
Educational Innovators, TX * 
University of Oklahoma Health science 
• Center, OK, 

American. College Testing Program, Inc. / IA ' 

Midwest' Research Institute, MO 

Rand Corporation, CA ' /. " 

Northwest Regional Educational Labor ator.y , OR' 

Northwest Regional Educational Laboratory, OR 
-Property Held by Contractors and Grantees, 
r\ AJ* and WI • . y • *♦* 

AWric^an Coalition of Citizen s^w-l-t^ ' 
Disabilities, D,C.^ \ '.»'*-'*• '***»• •' 

American Occupation'*! Tn^r%&y ''Association , MD \ 
TReview of Selected U.S. Department of 
' Education Contracts, D.C. 

Network, Inc., MA » % 

-Contract Research .Corporation, MA 

Contract Research Corporation", MA 

New York . Interface Development Project,'' 
Inc. , NY 

Clark, Phipps, Clark and Harris, NY ' • 

National Conference of-Stat^es on Building 

Code Standards, VA ^ 
Pennsylvania Department of Education, PA ** 
'Council for Exceptional Children, VA * 
Research and Evaluation Association, D.C. 
Joseph Froomkin, Inc., D.C. 
National Association\o-f Student Financial 

Aid Administrators, .-D.C. 
Litigation Support 'Services , D.C. „ ' 

Greater Washington Education Telecommunications 

Association, Inc^, D.C. 
Institute ^f ftr BK^Srmation Studies, VA 
Maryland State TDep'ar tment of Education, MD 
Reading is Fundamental ,' Inc . , D.C 



03/82 

11/81 

10/81 

01/82 

12/81 

11/81 

12/81 

.12/81 

11/81 

02/82 

09/81 

09/81 

09/81- 

09/81 

09/81 

03/82 

03/82 
03/82 
03/82 
02/82 
03/82 
0 3/82 



.;•/ 01/8.2! 



10/81 
10/81 

12/81 
10/81 
12/81 
11/81 

02/82 
11/81 

03/82 
10/81 
10/81 
* 0/81 
3/82 

11/84. 
11/81 

11/81 
11/81 
11/81 
11/8.1 
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12-23533 
12-23540 
12-23674 
l?-2377.2 
12-23773 
12-23775 
12-^3776 
. 12-23846 
12-23848 
12-23849. 
12-23886 
12-23965 

* 12-24000/ 
12-24001/ 
12-24002/ 
- 12-2405( 
12-24101 
1-2-2410: 

12-24101 
12-24105 
12-24104 
12-24105" 
12-24100 

12-241<j)7 
.12-24108 
12-24111 
' 12-24112 
12-24113 
,12-241fl4 
12-241(15 
12-24'lfl6 

12-241jl7 
.12-24118 
12-24120 
12-24121 
12s24l'22 
.< 1^24 p 3 ; 
12-24125' 



er|c 



12V-24126 
12-24127 
12-2^128 
12-2,4129 
12-24130 
^ 12-24131 
12-24132 
12-.24l.33 
* 12-24t50 



Conserya, Inc. , NC 
Conserva, lac. , NC 

Arkansas State ^Department of Education, AR 
University of Kansas, KS - * 
University of' Kansas, KS . 
Native American Research Institute, KS 
University .of Nebraska at Omaha , NB y 
! Wyoming Department- of 'Education,' WY,-* 
United Tribes Educational Technical ..Center 
Dakota Plains Institute of Learning, SD ■ 
Far West Laboratory, CA ' 1 
Washington State Superintendent of Puflic 

Instruction, WA 
University of Hartford, CT ' « 
University of Vermont, VT 
Policy and Management Associates, Inc.°, MA 
. Syracuse" -University, NY - 
American,. yh-^ef : s"ity ¥ D.C? 
Associatipri' for* Educational Communications 
'▼r and Technology, D.C* % * 

Bfospherics, Inc.,'MD 

Delta Research .Corporation, VA 
JTouche Ross; and„ Company >-jq ..C . _ .4 . _ 

General Ph'ysics Corporation, MD 

Association for Educational Communication 
and Technology, D.C. * 

International Business Services, Inc., D.C. 

Applied Management Sciences*, Inc., MD 

Applied, Urbanetics, Inc., D.C. 

Nat'ional.Inst'itute for Advanced Studies, D*. 

Urban Resources Consultants, D.C. 

National Associ^ti^n-^f\Co\nties , D.C. 

RMC Research Corporation, VA * 

Conference" of Mayors Researjbh and 
. , Education Foundation, D. 

RMC Research Corporation, 

RMC Research' Corporation^' 

RMC Research Corporation^ 

RMC Research • Corporation ,• 

Applied • Urbanetics'". Inc., dTC- 

Applied Urbanetics,/lnc. , D.C* 

National Center for a Barrier Free 
Environment,. D.C. • 

WESTAT, Inc., MD - ' 

InterAmerican Research Association, VA 

Touc.he Ross^and Company, D.C. ' 

RMC Research Corporation, VA * 

RMC Research Corporation, VA 

Lawrence Johnson and Associates, Inc., D.C* 

American .Institute <or Research, D.C.- 
American Institute for Research, D.C. 
NTS Research Corporation, NC 



C. 



1.2/81 

• 10/81 J 
10/81 
10/81 
10/81 
12/81 
12/81 
'01/82 

ND 0 2/8 2 
,02/82 
10/81 

. 10/81 

* 11/81> 
0 2/8 2 
02/8 2 
13078*1 
10/81 

11/81 
10/81 
10/81 
W81 
10/81 



11/81 
11/81 
11/81 * 

. 11/81 
12/81 
12/81 

• 12/81 
12/81 

01/82' 

01/82 

01/82* 

01/82 

01/82 

01/82' 

01/82 

02/82 
•02/82 

02/82 
- 02/8-2 

02/82 . 

02/82 

03/8 2 

03/82 
• 03/82 

10/81 
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12 r 24152 University dt North Carolina ai 
Hill, 

12-24200 . Ohio State University Research Foui 
12-24201 University of Michigan, MI 
12-24202 Bradley University AlL « 
12-24203 Ohio State UniversitV Research Foundation, OH 
12-24350 University of NortHerri) Colorado, CO 
.12-24351 University of Colorado Health Sciences 

Center, CO - 
12-24352 Utah State University, UT 
12-24400 Ultrasystems, Inc., CA 
12-24401 System Development Corporation, CA 
12--24402 University of Southern California, CA 



01/82 

10/8l\ 

10/81 

11/81, 

02/82 

*2/81 

12/81 
01/82 
10/81 
11/81 
03/82 
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SCHEDULE OF 
ACCOUNTS RECEIVABLE 



Page 1 of 3 



The Senate Committee x>n 'Appropriations' report oh the 
Suppleir^ntal Appropriations and Rescission Bill, 1980 
directed 'the Inspectors General to include in their semi- 
annual reports a summary of the total amounts, due their* 
agency or department, as well as amounts overdue, and 
amounts written off as uncollectible during the reporting' 
period. ThV following schedule was "provided by the Office 
of Financial Management Service" for- inclusion in our semi- 
annual report. The accounts receivable statistics have not 
been** audited by* the OIG and we" ' a*e~ therefore unable to 
attest to. tfte accuracy of. the data provided.^ 1 "* ' 
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DEPARTMENT. OF EDUCATION 

SCHEDULE OF RECEIVABLES 
Is OF MARCH 31, 19 82 
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SECTION I: Reconciliation 

1. beginning receivables . . 7 . . . 

t Activity 

i. Hew receivables during thefUcal 
.year ; A'S. . 

b. Repayments on receivables . . • 

c. Reclassified amounts . . J-'. • . 

d. . Amounts written off , 

3. Ending receivables. 
SECTION II: Outstanding Receivable^) 



3. Current Receivables 

a. Not Delinquent « 

b. Delinquent 

1. 1*30, Days . , 

2. 31-90 Days .<-. 

3. 91-180* Days , 

4. 181-360 Days , 

5. Over 350 Days 



.:.(. 



• • • 

• • • 



J. Non*Current Receivables ... -.Zt 



4/ 



3. Total Receivables 
SECT10* HI:*' Allowances and Write-offs 



1. Total allowances for uncollectible 
accounts, beginning of period . « . 
Total actual writeoffs during the 

fiscal ytfar ^ . . v % .' . 

3. Adjustne.nt to allowance account f or 
the period (provision for loss ^ 
txpeMe). • 

Totartllowances end of period 

SECTION IV: Adr,ini*trrt1ve Actio ns 



1. Delinquent tccounts rtitrrti to 6A0 

* ft. Number 

b. Amount 



• • » 



. . . 



? . Dellnquentrffccounts rtUrrti to 
w Justice 



i. Number 
b. Amount 



Accounts • 
Receivable 



140.237,008.63 



206,337.497.88 

• • .•*..r*. •»••••• 

^UtW.?«2.87 
'313,221. GO) 



628.3*8.815.11, 



308,045,994.74 



r" 



0y550.834.81 ' 
*22 ! 517; 658*. W 

149,585,269.73 



y 



628, 348-.815.il 



3,653,979.13 



• (313,221.00) 
295,64.1,315.60 



298,982,073.73 



I: 
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Loans 
leceivible 



. 9 ... 3 . 8 .U°.9.8.v82.Q,2.6, 



261.421.995.15 

• ••••••• 

(93.141.937.84 
(7,790,084.40 



9,542-,826,822.23 



4,575,704,456.20 



72,067,874.78 

»•»»•• .t. 

...7.UU9.v?5.$,8a 

4,409, 10lf905. 97 



9,542,826,822:23 



946,209,832.67. 



(7,790,084.40) 



28,656.65 



938,448,404.92 



• • • • • i 



,26,619 • 
69, 061., 837. 79 



Other 
Receivables 



1,984,553.00 



2,231,998.00 * 

*mw,?«,pp;.. 

.$*??P,7tt,PA.. 



7,55^936.00 



928,075,00 - 



20,658.00 

,...?5,?p?,9P... 

,l,51P,?5?,pp... 
,1,045, 24.?, 00... 

3,939,457.00 



7,554,936.00 




i 
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FOOTNOTES 



■ ' 1/ Portion of the balance reported in September 30 , 1981 is 

now being Exported separately for March 31, 1982 on appro- 
priation 9r-0102 {-SAFAjL ' ' > 

$2 ,774 ,436.0(1 represents outstanding Institutional accounts 
•and is classified as a potential receivable due to the fact 
m .the LEEP is no longer funded and we are currently concentra- 
ting our efforts on reconciling all outstanding accounts.- 

•• The totals op this page do not reflect ar\y accrued interest 
on a'ccounts. 

l 

2/ Includes $261,221.00 to_settle audit deficiencies. 

/ . 

3/ Promissory Notes .recl^s'sifi^d from Accounts Receivable to 
Other Receivables 7 $6^^05,289.00. , 
-yy- Audirts under appeal reported a;s footnote on ST^220 d-ated 
August i30, M81 $66,561 ,06.2.68 , 
Reclassified audit's to appeal, status $8,416,703.00. 

4/ Urjder the NDSL program, % the loans receivable remain avail- 
able for expenditure^ in institutional revolving loan funds 
ujitil institution's 1 decide^ not to participate in the NDSL 
program or refunds are collected as a result of either 
bankruptcy or largte cash balances on hand.. 
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